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Preparing for change, a roadmap to temorrow.
We know the broad, cyclical trends that affect our industry largely are beyond our
control, yet we recognize they will influence an evolving banking environment in
2008 and beyond. Therefore, we are preparing for change and positioning
ourselves to enhance performance over time through strategic initiatives that
touch practically every part of our business. Over the long term, we believe these
strategies — our Roadmap to Tomorrow ~ will deliver better products, service and
value for our customers, and improved returns for our stockholders.

B“SI“BSS Focus 0!1 commercial lending. . - - .
We continue to focus on commercial lending and are introducing
District new products aimed at small businesses. These products have
Ahead resonated with our commercial customers and have positioned us for
growth in these markets.

Strengthen our brand image.

To grow in an intensely competitive environment, a bank must

know and understand its customers and prospective customers. We

spent much of 2007 with this analysis, and it has helped us develop
@ a clear direction and stronger identity.

Reposition our retail presence.

Expanding the branch network may position a bank for growth, but
we believe it makes equal sense strategically to ensure that existing
branches are fine-tuned to local community conditions and evolving
customer needs.

Merge skill with execution,

It's one thing to develop a roadmap to tomorrow, it's another to
execute the plan elements to achieve the results we desire. To help
ensure success, we have implemented a customer-centric focus
throughout our organization.

Company Profile
Atlantic Coast Federal Carporatian is the helding company for Atlantic Coast Bank, a federally chartered and insured stock savings
association that was organized in 1939 as a credit union to serve the employees of the Atlantic Coast Line Railroad. Today, Atlantic Coast
Bank is a community-oriented financial institution serving southeastern Georgia and northeastern Florida through 14 offices, including a
facus on the Jacksonville metropolitan area. Investors may obtain additional information about Atlantic Coast Federal Corporation on the
Internet at www AtlanticCoastBank.net, under the Investor Information section.
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{dolfars in thousands, except per share amounts) 2007 2006 Change
financial position at December 31,
Total assets £ 931,026 $ 843,079 10%
Loans receivable, net 701,513 639,517 10
Total deposits 582,730 573,052 2
Stockholders’ equity 89,806 91,087 -1
Book value per share 6.56 6.61 -1
Operations for the year ended December 31,

Net interest income s 22,386 $ 21,660 3%
Provision for loan losses 2,616 475 451
Net interest income after provision for loan losses 19,770 21,185 -7
Noninterest income 6,926 8,005 -13
Noninterest expense ‘ 25,451 21,679 17
Income before income taxes 1,245 7,511 -83
Income taxes | 130 2,382 -95
Net income i $ 1115 % 5,129 -78
Earnings per basic and diluted share , $ 0.08 $ 0.38 -79
Dividends per share | $ 057 § 0.42 36

|
|

Total Assets (in millions} | Net Interest Income (in millions)

2007 | ) $931.0 | 2007 | r ) $ 224

2006 — $ 8431 | 2006 —_ $ 217

2005 | —— $ 744.1 ! 2005 | — $ 2001

2004 — $ 637.7 ‘ 2004 —— $ 201

2003 ——— $ 498.4 2003 — $ 194
Loans Receivable, Net (in miltions) Net Income (in millions)

2007 } ) $ 703.5 2007 |——— SRR

2006 _ $ 639.5 2006 —* $ s

2005 — $ 580.4 2005 | $ 5.0

2004 — $517.7 2004 —— $ 33

2003 |————— $ 435.6 2003 | E— $ 44
Total Deposits (in millions) Stockholders’ Equity (n millions)

2007 = ] $ 5827 2007 :r X ) $ 898

2006 — $ 5731 2006 — $ 91,1

2005 — $516.3 2005 —_ $ 92.9

2004 — 4357 2004 —_ 4 987

2003 | — $392.3 2003 [m— $ 432




To our Stockholders, Depositors and Friends

We began 2007 with strong confidence in our
business, the opportunities for growth apparent
across our markets, and the outlook for improved
performance in the year ahead. Based on the
momentum developed in the preceding year,
which continued into the first quarter of 2007,
we made the determination in May 2007 that
the time was right to pursue our second-step
conversion to become fully public and raise
additional capital to support growth and expansion.

Yet, as we all now know, as the year continued
there were dramatic changes to the business and
economic environment, particularly for financial
institutions, many of which have been caught in
the sub-prime loan crisis. While we do not
originate or purchase sub-prime loans for our
portfolio, we could not escape the impact of a
rapidly changing and uncertain real estate
market, both nationally and in northeast Florida,
and the credit quality concerns associated with
deteriorating market conditions.

Because of these factors, we increased our loan
loss provision in 2007 to $2,616,000 from
$475,000 in 2006. Due to a weaker stock market
environment for financial institutions in the
second half of 2007, we also determined that it
was in the best interest of stockholders — present
and future — to terminate our proposed offering.
As a result of this decision, we wrote-off
expenses totaling approximately $1,800,000, or
$1,100,000 after tax, related to our second-step
conversion. Primarily because of these two
factors, net income for the year declined 78% to
$1,115,000 or $0.08 per share from $5,129,000 or
$0.38 per share in 2006.

With a Iong-terfn view in mind, we maintained
our focus during the past year on capital
management initiatives to enhance stockholder

value. We increased our annual dividend
payment to $0.57 per share in 2007 from $0.42
in 2006. Our goal is to achieve a dividend yield
over time that is attractive versus our peers and,
based on our share price as of December 31,
2007, our indicated annual dividend rate
represented a vield of 5.05%.

Also, subsequent to year's end, the Board of
Directors extended our current stock repurchase
program for another six months following its
suspension in May 2007 due to our planned
second-step offering. The current program - our
third - originally was approved in September
2006 and authorized the repurchase of up to
478,000 shares or approximately 10% of the
then-outstanding publicly held shares of common
stock. At December 31, 2007, authorization
remained to repurchase a total of approximately
183,000 shares under this program.

To enhance our growth prospects and financial
performance going forward, we have established
a number of strategic priorities that span
virtually every part of our business. These
include product development and enhanced
client service initiatives, all intended to
strengthen our relationships with existing
customers and extend our reach to new
clientele, At the heart of these efforts have
been key organizational changes that effectively
align the skills needed to prosper in today’s
competitive and challenging environment.

During 2007, we named Dawna R. Miller as Chief
Financial Officer of the Company and the Bank.
A CPA, Dawna brought to our company
extensive experience in banking and financial
services as well as accounting and financial reporting.
She succeeded Jon C. Parker, Sr., who assumed
new responsibilities as Chief Administration Officer.




We also appointed Carl Insel, previously Market
President of the Bank’s Florida operations, as
Executive Vice President over Commercial
Lending. In his new role, Carl will focus on the
continued development of commercial business
and the commercial real estate lending function
of the Bank. Related to this move, we also
named Denise Horton as Market President for
Florida. Denise was previously Senior Vice
President of Retail Banking at a local bank.
After this change, both the Florida and Georgia
Market Presidents were aligned to report to our
Chief Operating Officer, Thomas B. Wagers, 5r.,
which enables us to have all of our retail offices
and related support areas operating as one
management team. In recognition of rising
credit risks, we appointed Phillip Buddenbohm
to the new position of Chief Risk Officer, who
reports directly to the Chief Executive Officer.
Previously Senior Vice President-Credit
Administration, Phillip also assumed additional
responsibility for our compliance and internal
audit functions in addition to his ongoing duties
for oversight of our credit administration
function. Lastly, Dedie Campbell, with over 19
years of experience in the marketing field,
joined us as Senior Vice President and Director
of Marketing and Communications. She was
previously a vice president and regional
marketing director for the Sarasota, Tampa Bay,
Orlando and Jacksonville operations of another
financial institution.

Looking ahead, we are mindful of the evolving
and competitive industry in which we operate,
and we recognize that we will continue to face
challenging conditions in 2008. For more than a
year, however, we have carefully crafted and
diligently implemented a set of strategies that
we believe will prepare us for change and
position us to achieve improved performance.

To this end, we remain committed to these
initiatives, which include credit risk management,
product development and enhanced client
service within the communities we serve. They
include key organizational changes that
effectively align the skills needed to prosper in
today’s competitive and challenging
environment, control non-interest expense, and
improve asset and liability management. As we
move into the coming year, we will remain
focused on these strategic priorities, for we
believe they will provide greater value for our
stockholders over the long term.

" Thank you for your continued interest in our

company.
Sincerely,

(RMT &waw m

Robert J. Larison, Jr.
President and Chief Executive Officer




Business
District
Ahead

Focus on commercial lending.

We continue to focus on commercial lending and are introducing new products
aimed at smaill businesses. These products have resonated with our commercial
customers and have positioned us for growth in these markets.

With decision-making mostly retained at the local level, instead of largely
reserved at some distant headquarters, one of the best ways a community bank
can differentiate itself is through flexible and responsive service to its
customers. Commerctal customers represent one particular market niche where
high-needs banking and high-touch service intersect.

At Atlantic Coast Bank, we have built a tradition of close, personalized
and knowledgeable service since 1939. It's only natural
that, through the ensuing 69 years, our business has
evolved to a community bank model, with enhanced
flexibility to offer customers a wider range of products
and services, including a greater emphasis on business
services and commercial lending as another way to further
diversify our business. By capitalizing on these and other
opportunities, we not only have broadened and enhanced
our product offerings for customers, we have continued
to expand our loan portfolio over the past five years.

Beyond commercial lending, we have been able to
extend our product line with small business-oriented
products that, in turn, have contributed to our growth.
Unlike with many larger banks, where business deposit
accounts are one-size-fits-all, we have introduced a suite
of services and accounts that allow small business
owners to start with the basics they need, then add or
tailor features as they grow. Simple and flexible
solutions designed for small business — with big plans.







Strengthen our brand image.

To grow in an intensely competitive environment, a bank must know and
understand its customers and prospective customers. We spent much of 2007 with
this analysis, and it has helped us develop a clear direction and stronger identity.

In 2007, we devoted substantial time and energy to gain and refine our insight into
our customers and their needs. Through focus groups and customer surveys, we
questioned everything, from why they choose one financial institution over
another to how they see us versus competitors. Using this knowledge base, we
have developed a clear roadmap to prioritize and segment our markets more
effectively and better position Atlantic Coast Bank to serve each target segment
with appropriate product mix changes., These improvements are expected to help
us achieve what we call competitive market parity and preemptive differentiation

in target segments that offer the greatest long-term opportunity.
—r y
/

With these efforts, we believe we can be the best in our chosen
markets, not just different, capitalizing on our strengths
as a community bank. By providing enhanced

products and delivering a consistent value

proposition - and by articulating our position,
personality and message — we hope to create a

stronger brand identity for Atlantic Coast Bank across
our markets. This, in turn, will drive virtually every
decision in our grganization, from the way our
branches look to hours of operation, and all things in
between. And we intend to leverage this stronger
brand promise in our marketing to reach attractive
target segments, create greater affinity with
customers, and estabtish broader consumer
awareness for the Bank.
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Reposition our retail presence.

Expanding the branch network may position a bank for growth, but we
believe it makes equal sense strategically to ensure that existing branches are
fine-tuned to local community conditions and evolving customer needs.

For just these reasons, we initiated the relocation of our Orange Park branch
during 2007, replacing a 20-year old building with a larger, modern facility
that is better suited to take advantage of the area’s demographic and
business community trends. With closer proximity to the Clay County
Chamber of Commerce and the area’s business district, this new branch gives
us better visibility to our target market segments.

We now plan to use our Orange Park branch as a template for future
development and to test some of the latest trends in bank branch design for
possible implementation at our other locations. In these efforts we will assess
new ways of enhancing our customers’ service experience by making branches
more open, brighter, and easier to navigate so that customers can easily see
available staff and locate the different services offered within the branch. In
this regard, we also are examining the use of a concierge format in our
lobbies to assess customer needs and connect them quickly with the right staff
and resources.

Technology also is a big part of this thrust to reposition the way we deliver
banking services. Specifically, we continue to focus on the customer
experience with our “electronic branch.” As online banking is becoming
increasingly important to tech-savvy customers, we are planning a web site
redesign to enhance navigation, make it more interactive, and offer
additional features. Business customers also will appreciate the convenience
of our new remote deposit capture service, which allows them to scan and
deposit checks electronically, avoiding the usual trip to the bank.

Atlantic

Coast
Bank

FULL-SERV
904-9







Merge skill with execution.
It's one thing to develop a roadmap to tomorrow, it's another to execute the plan
elements to achieve the results we desire. To help ensure success, we have
implemented a customer-centric focus throughout our organization.

Perhaps more than anything, the success of our roadmap depends on
human capital, and our ability to make our organization more customer-
focused. Understandably, this was a priority for us in 2007, as we
continued to realign important functions within the Company. First, we
restructured our sales and service areas, along with all the related
support functions, under the supervision of our Chief Operating Officer.

We no longer see customer relationships in terms of compartmentalized
functions or individual tasks, with staffing disconnects that often result .
in mishandled assignments. Now, marketing, operations and human

resources are more fully synchronized in purpose, with congruent goals
directed toward improving the entire customer service experience.

As a result of an intense training program, our banking associates are | n
becoming problem solvers for customers rather than mere merchants of

Progress

banking services, applying appropriate financial solutions to meet the
precise needs of our customers. This transformation starts by learning to
engage customers, listening to their concerns and determining their
objectives before formulating a response. In essence, we become
customer-centric rather than bank- or product-oriented. We find the
right people for the front-line contact with customers, we provide the
right training for the front line and our managers, and we arrange the
right corporate structure to support their efforts. 1t's a formula for
success that we think will produce benefits in 2008 in terms of improved
operational performance and increased customer satisfaction.
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PART1
Item 1. Business
General

This Form 10-K contains forward-looking statements which are statements that are not historical or
current facts. When used in this filing and in future filings by Atlantic Coast Federal Corporation with the
Securities and Exchange Commission, in Atlantic Coast Federal Corporation’s press releases or other public
or shareholder communications, or in oral statements made with the approval of an authorized executive
officer, the words or phrases, “anticipate,” "would be, * “will likely result,” “are
expected to,” will continue,” “is anficipated,” “estimated,” “projected,” or similar cxpressions are intended
to identify, “forward looking statements.” Such statements are subject fo risks and uncertainties, including
but not limited to changes in economic conditions in Atlantic Coast Federal Corporation’s market area,
changes in policies by regulatory agencies, fluctuations in interest rates, demand for loans in Atlantic Coast
Federal Corporation’s market area, changes in the position of banking regulators on the adequacy of the
allowance for loan losses, and competition, all or some of which could cause actual results to differ

materially from historical earnings and those presently anticipated or projected.

a7 L

“will allow,” "“intends to,

LI

L)

Atlantic Coast Federal Corporation wishes to caution readers not to place undue reliance on any such
forward-looking statements, which speak only as of the date made, and advise readers that various factors,
including regional and national economic conditions, substantial changes in levels of market interest rates,
credit and other risks of lending and investing activities, and competitive and regulatory factors, could affect
Atlantic Coast Federal Corporation’s financial performance and could cause Atlantic Coast Federal
Corporation’s actual results for future periods to differ materially from those anticipated or projected.

Atlantic Coast Federal Corporation does not undertake, and specifically disclaims any obligation,
to update any forward-looking statements to reflect occurrences or unanticipated events or circumstances
after the date of such statements.

Atlantic Coast Federal Corporation (or the “Stock Company”) is a federally chartered
stock holding company and is subject to regulation by the Office of Thrift Supervision (“OTS").
The Stock Company was organized on January 1, 2003 as part of a three-tier mutual holding
company reorganization plan adopted on May 30, 2002, for the purpose of acquiring all of the
capital stock issued upon reorganization of Atlantic Coast Bank (or the “Bank”), formerly
known as Atlantic Coast Federal, a federally chartered stock savings association, together
referred to as the Company. Since the primary activity to date of the Stock Company is holding
all of the stock of Atlantic Coast Bank, the terms “Bank” and “Cornpany” may be used
interchangeably throughout this Form 10-K.

On October 4, 2004, Atlantic Coast Federal Corporation completed a minority stock
offering in which it sold 5,819,000 shares or 40% of its common stock to eligible depositors and
the Bank’s Employee Stock Option Plan (“ESOP”), with the majority of the 14,547,500 shares
outstanding being retained by Atlantic Coast Federal, MHC (the “MHC"”). Net proceeds from
the sale of the shares were of $51.7 million, net of conversion expenses of $1.9 million and




proceeds loaned to the ESOP of $4.7 million. Use of the proceeds is discussed in the Business
Strategy section of this Item.

In July 2005, the Stock Company issued, out of previously authorized but unissued
common stock, 258,469 shares of common stock as restricted stock awards to outside directors
and key employees under the Atlantic Coast Federal Corporation 2005 Recognition and
Retention Plan (the “Recognition Plan”). The Stock Company also conducted common stock
repurchase programs during 2005, 2006 and 2007, resulting in the repurchase of 1,131,867 shares
or 7.6% of total outstanding shares of common stock. At December 31, 2007, the MHC owns
63.8%, or 8,728,500 shares, of the stock of the Stock Company, with the remaining 36.2%, or
4,953,102 shares held by persons other than the MHC. The Stock Company holds 100% of
Atlantic Coast Bank's outstanding common stock.

On December 12, 2007, the Company announced the termination of its Second-Step
Conversion under the Plan of Conversion and Reorganization previously adopted on May 7,
2007, due to a weak market for financial institution securities. We received OTS approval and a
majority vote by the eligible members {which is limited to two years from the approval date) of
the MHC. There can be no assurance when, if ever, the Company will effect the Second-Step
Conversion. See “Atlantic Coast Federal Corporation - Conversion of Atlantic Coast Federal,
MHC to Stock Form.”

The Stock Company has not engaged in any significant business to date. Its primary
activity is holding all of the stock of Atlantic Coast Bank. In the future Atlantic Coast Federal
Corporation may pursue other business activities, including mergers and acquisitions,
investment alternatives and diversification of operations. There are, however, no current
agreements in place for these activities. Atlantic Coast Federal Corporation does not maintain
offices separate from those of Atlantic Coast Bank or utilize persons other than certain of
Atlantic Coast Bank's officers. Officers that serve as directors of Atlantic Coast Federal
Corporation are not separately compensated for their service.

Atlantic Coast Bank was originally established in 1939 as a credit union to serve the
employees of the Atlantic Coast Line Railroad. At the time of the conversion from a federal credit
union to a federal mutual savings association the Bank’s field of membership consisted of about 125
various employee groups, residents of Atkinson, Bacon, Brantley, Charlton, Clinch, Coffee, Pierce
and Ware counties in Georgia, and employees of CSX Transportation Inc. (“CSX”), which is
headquartered in Jacksonville, Florida. However, as a credit union, the Bank was legally restricted
to serve only individuals who shared a “common bond” such as a common employer.

On November 1, 2000, after receiving the necessary regulatory and membership approvals,
Atlantic Coast Federal Credit Union converted to a federal mutual savings association known as
Atlantic Coast Bank that serves the general public. The conversion has allowed the Bank to
diversify its customer base by marketing products and services to individuals and businesses in its
market area. Unlike a credit union, the Bank may make loans to customers who do not have a
deposit relationship. Following the conversion management of the Bank began to emphasize
residential mortgage lending and commercial real estate loans and to reduce automobile and
consumer lending activities which had become unattractive lines of business due to delinquencies,




charge-offs and competitive pressures from financing programs offered by the automobile
manufacturers. Consumer lending, such as credit cards, have also incurred historically high
delinquency and charge-off rates. See “-Lending Activities.”

The Bank’s principal business consists of attracting retail deposits from the general
public and investing those funds primarily in permanent loans secured by first mortgages on
owner-occupied, one- to four-family residences, home equity loans, commercial real estate loans
and, to a lesser extent, automobile and consumer loans. The Bank also originates multi-family
residential loans, commercial business loans and commercial construction and residential
construction loans. Loans are obtained through retail staff, through brokers, participations with
other financial institutions, and wholesale purchases.

Revenues.are derived principally from interest on loans and other interest earning
assets, such as investment securities. To a lesser extent, revenue is generated from service
charges and other income.

The Bank offers a variety of deposit accounts having a wide range of interest rates and terms,
which generally include savings accounts, money market accounts, demand deposit accounts and
time deposit accounts with varied terms ranging from 90 days to five years. Deposits are solicited in
the Bank's primary market area of southeastern Georgia and the Jacksonville metropolitan area.

Market Area

We intend to continue to be a communify—oriented financial institution offering a variety
of financial services to meet the needs of the communities we serve. We are headquartered in
Waycross, Georgia, with branches located in Waycross, Douglas and Garden City, Georgia, as
well as the Jacksonville metropolitan area, Jacksonville Beach, Orange Park, Neptune Beach,
Fernandina Beach and Julington Creek. We also have a branch in Lake City, Florida, which is
located approximately 60 miles west of Jacksonville, Florida. Waycross is located in Ware
County, Georgia and the dominant employer.in Waycross is CSX Transportation, Inc., which
operates a major railroad facility there. Other major employers include the Satilla Regional
Medical Center and the Ware County Board of Education. The market area of southeastern
Georgia is marked by limited growth trends and has a largely agricultural-based economy.
Based on the latest FDIC deposit share data, Atlantic Coast Bank’s approximate deposit market
share in Chatham, Coffee and Ware counties, Ceorgia was 3.39% and in Clay, Columbia, Duval,
Nassau and St. Johns counties, Florida was 1.35%. The Jacksonville rnarket is one of the most
affordable cities in Florida with ample employment opportunities. The major employers in the
Jacksonville metropolitan area include two United States Naval Air Stations, the Duval County
Public School Systemn and the City of Jacksonville. The city serves not only as a financial hub,
but also as a regional healthcare and insurance center. It also has a healthy tourism industry,
has recently become active as a host city for major sporting events such as the Tournament
Players Championship (TPC), the Super Bowi in 2005, and was a 2006 NCAA basketball
tournament regional site. It is also home to the third largest port in Florida.




Competition

The Bank faces strong competition in attracting deposits and originating real estate and other
loans. Historically, our most direct competition for deposits has come from credit unions,
community banks, large commercial banks and thrift institutions within our primary market
areas. In recent years competition has also come from institutions that largely deliver their
services over the internet. Such competitors have the competitive advantage of lower
infrastructure costs. Particularly during times of extremely low or extremely high interest rates,
we have faced significant competition for investors’ funds from short-term money market
securities and other corporate and government securities. During periods of regularly
increasing interest rates, competition for interest-bearing deposits increases as customers,
particularly time deposit customers, tend to move their accounts between competing businesses
to obtain the highest rates in the market. The Bank competes for these deposits by offering
superior service, competitive rates and a unique ATM arrangement that gives the Bank’s customers
use of all competitor ATM at a discounted or no fee charge. As of December 31, 2007, management
believes that the Bank held approximately 1.68% of the deposits in its primary market areas.

Competition within our geographic markets also affects our ability to obtain loans
through origination or purchase as well as originating them at rates that provide an attractive
yield. Competition for loans comes principally from mortgage bankers, commercial banks,
other thrift institutions, nationally based homebuilders and credit unions. Internet based
lenders have also become a greater competitive factor in recent years. Such competition for the
origination and purchase of loans may limit future growth and earnings prospects.

Lending Activities

General. We origihate one- to four-family residential first and second mortgage loans,
home-equity loans, land and multi-family real estate loans, commercial real estate loans,
construction loans and to a lesser extent automobile and other consumer loans. We also
purchase loans, principally one- to four-family residential mortgages, in the form of whole loans
as well as participation interests, for interest rate risk management, portfolio diversification and
to supplement organic loan growth. We do not however originate or purchase sub-prime loans
or offer teaser rate (very low, temporary introductory rate) loans. Additionally, we underwrite
all loans on a fully indexed, fully amortizing basis. Loans carry either a fixed or adjustable rate
of interest. Mortgage loans generally have a longer-term amortization, with maturities
generally up to 40 years, with principal and interest due each month. Consumer loans are
generally short-term and amortize monthly or have interest payable monthly. At December 31,
2007, the net loan portfolio totaled $703.5 million, which constituted 75.6% of total assets.
Commercial real estate, commercial business and nonresidential construction loans are
generally larger and involve a greater degree of credit risk than one- to four-family residential
mortgage loans. For a description of the primary risks associated with our non-residential loan
portfolio, please see “Risk Factors—The Loan Portfolio Possesses Increased Risk Due To Our
Growing Number of Commercial Real Estate, Commercial Business And Construction Loans
Which Could Increase Qur Level Of Provision For Loan Losses.” At December 31, 2007, the
maximum amount that we could have loaned to any one borrower and related entities under
applicable regulations was approximately $11.3 million. At December 31, 2007, we had no loans




or group of loans to related borrowers with outstanding balances in excess of this amount. Our
largest lending relationship is comprised of five loans totaling $6.5 million secured by income
producing commercial real estate and a vacant parcel of land. Our second largest relationship is
comprised of four loans totaling $6.4 million secured by income producing commercial real
estate. Our third largest relationship is a $5.0 million loan and is secured by income producing
commercial real estate. Our fourth largest relationship is a $4.3 million loan that is secured by
commercial real estate, equipment and the guarantor’s primary residence. The fifth largest
relationship is a $4.1 million commercial loan participation secured by a group of operating
hotels. All of the above described loans have personal guarantees as a secondary source of
repayment and were performing in accordance with their terms at December 31, 2007.
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The following table sets forth the scheduled repayﬁents of fixed- and adjustable-rate

loans at December 31, 2007 that are contractually due after December 31, 2008.
Due After December 31, 2008
Fixed Rate Adjustable Rate Total
(Dollars in Thousands)

Real estate loans:

One- to four-family ... 8 171,520 $ 2052 $ 376,741

Commercial............ 34,866 24,307 59,173

Other'™ .. erier e 17.496 12,303 29,799
Construction loans:

One- to four-family ..o 3 4,773 § 6,745 $ 11,518

Commereial,....ccoeieeereeann 75 4,850 5,600

Acquisition & development.............. - 2,579 2,579
Other loans: '

Home equity ..o mmicciarisisissnens s 23,354 $ 75,034 $ 08,348

(AT 11107 1) N 19,371 . 19,371

Commercial busingss ........ccovevereenns 3,308 8,340 11.648

Total 10A0S. ... evveer i § 275438 S __ 339,379 3. 614817

(1)  Land and multi-family loans.

Omne- to Four-Family Real Estate Lending. At December 31, 2007, one- to four-family
residential mortgage loans totaled $378.0 million, or 53.5%, of the gross loan portfolio.
Generally, one- to four-family loans are underwritten based on the applicant’s employment,
income, credit history and the appraised value of the subject property. The Bank will generally
lend up to 80% of the lesser of the appraised value or purchase price for one- to four-family
residential loans. Should a loan be granted with a loan-to-value ratio in excess of 80%, private
mortgage insurance would be required to reduce overall exposure to below 80%. For highly
credit worthy borrowers, the ratio may be extended to 89.9% depending on the occupancy of
the property. Borrowers electing an interest only payment are qualified using a fully
amortizing payment based on the fully indexed interest rate. As of December 31, 2007 the
interest only portfolio totaled $101.6 million, 14.4% of the total loan portfolio, and 20.6% of the
total mortgage loan portfolio.

Properties securing one- to four-family loans are generally appraised by independent fee
appraisers approved by the board of directors. Borrowers are required to obtain title and
hazard insurance, and flood insurance, if necessary, in an amount not less than the value of the
property improvements. Currently, the Bank originates one- to four-family mortgage loans on
a fixed-rate and adjustable-rate basis. Management's pricing strategy for mortgage loans
includes setting interest rates that are competitive with other local financial institutions and
consistent with the Bank’s internal needs. Adjustable-rate loans are tied to a variety of indices
including rates based on U. S. Treasury securities. The majority of adjustable-rate loans carry an
initial fixed rate of interest for either three or five years which then convert to an interest rate
that is adjusted based upon the applicable index and in accordance with the note. The Bank’s
home mortgages are structured with a five to forty year maturity, with amortizations up to 40-
years. Substantially all of the one- to four-family loans originated are secured by properties
located in southeastern Georgia and the metropolitan Jacksonville area.

All of the residential real estate loans contain a “due on sale” clause allowing the Bank to
declare the unpaid principal balance due and payable upon the sale of the security property,
subject to certain laws. Loans originated or purchased are generally underwritten and
documented pursuant to Freddie Mac or Fannie Mae guidelines. The Bank sells loans to
investors on the secondary market to fulfill customer demand for product(s) that do not fit in
the Bank's portfolio strategy.
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Commercial Real Estate Lending. The Bank offers commercial real estate loans for both
permanent financing and construction. These loans are typically secured by small retail
establishments, rental properties, storage facilities, and office buildings located in the Bank’s
primary market area. At December 31, 2007, permanent commercial real estate loans totaled
$74.7 million, or 10.6%, of the gross loan portfolio.

The Bank originates both fixed-rate and adjustable-rate commercial real estate loans.
The interest rate on adjustable- rate ioans is tied to a variety of indices, including rates based on
the Prime Rate and U.S. Treasury securities. The majority of the Bank’s adjustable-rate loans
carry an initial fixed-rate of interest for either three or five years and then convert to an interest
rate that is adjusted annually based upon the index. Loan-to-value ratios on commercial real
estate loans generally do not exceed 80% of the appraised value of the property securing the
loan. These loans require monthly payments, amortize up to 25 years, and generally have
maturities of up to 10 years and may carry pre-payment penalties.

!

Loans secured by commercial real estate are underwritten based on the cash flow of the
borrower or income producing potential of the property and the financial strength of the
borrower and guarantors, Loan guarantees are generally obtained from financially capable
parties based on a review of personal financial statements. The Bank requires that commercial
real estate borrowers with balances in excess of $250,000 submit financial statements, including
rent rolls if applicable, annually. The net operating income, which is the income derived from
the operation of the property less all operating expenses, must be sufficient to cover the
payments related.to the outstanding debt. Rent or lease assignments are required in order for
us to be assured that the cash flow from the project will be used to repay the debt. Appraisals
on properties securing commercial real estate loans are performed by independent state-
licensed fee appraisers approved by the board of directors. The majority of the properties
securing commercial real estate loans are located in the Bank’s market area.

Loans secured by commercial real estate properties are generally larger and involve a
greater degree of credit risk than one- to four-family residential mortgage loans. Because
payments on loans secured by commercial real estate properties are cften dependent on the
successful operation or management of the properties, repayment of such loans may be subject
to adverse conditions in the real estate market or the economy. If the cash flow from the project
is reduced, or if leases are not obtained or renewed, the borrower’s abilitv to repay the Joan may
be impaired. See “- Asset Quality - Non-Performing Loans.”

Other Real Estate Loans. As of December 31, 2007, other real estate secured loans
totaled $40.7 million and consisted mainly of land loans, but also includes loans secured by
multi-family property. The Bank offers land loan financing to comrmercial and individual
borrowers who can support the debt service. Loans to commercial and individual borrowers
secured by land totaled $32.8 million, or 4.6 % of the gross loan portfolic, and loans secured by
multi-family property totaled $7.9 million, or 1.1% of the gross loan portfolio as of December 31,
2007. Generally, these loans carry a higher rate of interest than do residential permanent loans.
The Bank generally underwrites land loans based on the borrower’s ability to repay, credit
history and the appraised value of the subject property. The Bank may lend up to 90% of the
lesser of the appraised value or purchase price on land loans to individuals.

The Bank offers both fixed and adjustable rate land loans to commercial borrowers.
Essentially all of these loans are secured by property located in the Bank's primary market areas
of Northeast Florida and Southeast Georgia. The loans carry a maximum loan-to-value of 65%.
If the borrower is a limited liability company or corporation, the Bank will generally obtain
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personal loan guarantees from the principals of the borrowing entity based on a review of their
personal financial statements and personal credit report information. Loans to commercial
borrowers secured by land are generally larger and involve a greater degree of credit risk than
one- to four-family residential mortgage loans. Repayment of such loans may be subject to
adverse conditions in the real estate market or the economy. If the cash flow of the borrowing
entity or guarantors is reduced, the borrower’s ability to repay the loan may be impaired.

The Bank also offers loans secured by multi-family residential real estate. These loans
are secured by real estate located in the Bank’s primary market area. At December 31, 2007,
multi-family residential loans totaled $7.9 million. Multi-family residential loans are generally
originated with adjustable interest rates based on the prime rate or U.S. Treasury securities.
Loan-to-value ratios on multi-family residential loans do not exceed 75% of the appraised value
of the property securing the loan. These loans require monthly payments and amortize over a
period of up to 30 years. Laans secured by multi-family residential real estate are underwritten
based on the income producing potential of the property and the financial strength of the
borrower. The net operating income must be sufficient to covér the payments related to the
outstanding debt. Rent or lease assignments are required in order for us to be assured that the
cash flow from the project will be used to repay the debt. Appraisals on properties securing
multi-family residential loans are performed by independent state licensed fee appraisers
approved by the board of directors.

Real Estate Construction Lending. As of December 31, 2007, loans for the construction of
real estate totaled $29.9 million, or 4.2% of the gross loan portfolio. The real estate construction
portfolio consists of both residential and commercial construction loans. Residential
construction loans, including those purchased from brokers, are generally made for the
construction of pre-sold builder homes to individual borrowers. As of December 31, 2007, the
Bank had $13.4 million in residential construction loans. Residential construction loans are
underwritten according to the terms available on the secondary market. Generally, construction
loans are limited to a loan to value ratio not to exceed 85% based on the lesser of construction
costs or the appraised value of the property upon completion. The Bank offers both
construction only and construction-to-permanent loans.

Construction only loans to individuals generally have a term of 12 months with a
variable interest rate tied to the prime rate as published in the Wall Street Journal plus a margin
ranging from .50% to 1.5% with a loan to value ratio of no more than 85% of the cost of the
construction or appraised value of the property, whichever is less. These loans are
underwritten according to’ secondary market guidelines and must qualify for permanent
financing as part of the origination process even if the permanent financing will be obtained
from another mortgage lender. The Bank also originates construction only loans to builders to
finance the construction of one- to four-family residences. The builder must have sufficient cash
flow to repay the debt based term loan. As of December 31, 2007, loans to builders for the
construction of pre-sold or speculative one- to four-family residential property and lot
inventory totaled $2.4 million.

Construction-to-permanent loans are structured where one closing occurs for both the
construction and the permanent financing. During the construction phase, which can last up to
18 months depending on the nature of the residence being built, a member of the loan servicing
staff, the original appraiser, or a fee inspector makes inspections of the site and loan proceeds
are disbursed directly to contractors or borrowers in accordance with the loan funding schedule
as construction progresses. Borrowers are required to pay interest only during the construction
phase with the loan converting to the terms of the amortizing note once the construction is
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completed. Typically, these loans convert to, adjustable rate loans which are either held in
portfolio or sold on the secondary market,

Home-Equity Lending. The Bank currently originates both fixed-term fully amortizing
home equity loans and open-ended interest only home equity lines of credit. At December 31,
2007, the portfolio totaled $98.4 million, or 13.9%, of the gross loan portfolio. The Bank generally
underwrites one- to four-family home equity loans based on the applicant’s employment and
credit history and the appraised value of the subject property. Presently, the Bank will lend up
to 80% of the appraised value less any prior liens. For high credit worthy borrowers the Bank
may lend up to 95% of the appraised value less any prior liens. This ratio may be reduced in
accordance with internal guidelines given the risk and credit profile of the borrower. Properties
securing one- to four-family mortgage loans. are generally appraised by independent fee
appraisers approved by the board of directors or the value is determined using a qualified asset
valuation model. The Bank requires a title search and hazard insurance, and flood insurance, if
necessary, in an amount not less than the value of the property improvements.

The Bank’s home equity lines of credit carry an adjustable interest rate based upon the
prime rate of interest. As of December 31, 2007, interest only lines of credit totaled $48.0-million, or
48.8% of the total home equity loans, and 9.8%of total mortgage loans. Borrowers requesting
interest only lines are qualified using 1% of the commitment amount for determining the borrowers’
capacity to repay. All home equity loans have a maximum draw period of 10 years with a
repayment period of up to 20 years following such draw period depending on the outstanding
balance. Currently these loans are retained in the Bank’s loan portfolio.

Consumer Loans. The Bank currently offers a variety of consumer loans. Consumer loans
are principally fixed rate, generally have shorter terms to maturity, thereby reducing exposure to
changes in interest rates, and carry higher rates of interest than do one- to four-family residential
mortgage loans. At December 31, 2007, the consumer loan portfolio, inclusive of automobile loans,
totaled $64.7 million, or 9.2%, of the gross loan portfolio. In recent years, the consumer lending
portfolio as a percentage of the loan portfolio has continued to decrease due to management’s
emphasis on real estate loan products.

The most significant component of the Bank’s consumer loan portfolio is automobile loans.
Automobile loans are originated primarily on a direct basis to customers through the Bank’s branch
network. Loans secured by automobiles totaled $28.3 million, or 4.0 % of the gross loan portfolio as
of December 31, 2007. Automobile loans have a fixed rate of interest and carry terms up to seven
years for new automobiles and a maximum of five years for used automobiles. Loan-to-value ratios
for automobile loans are up to 100% of the sales prige for new automobiles and up to 100% of value
on used cars, based on valuation from official used car guides.

Consumer loans may entail greater risk than do one- to four-family residential mortgage
loans, particularly in the case of consumer loans that are secured by rapidly depreciable assets, such
as automobiles. In these cases, any repossessed collateral for a defaulted loan may not provide an
adequate source of repayment of the outstanding loan balance. As a result, consumer loan
collections are dependent on the borrower’s continuing financial stability and, thus, are more likely
to be adversely affected by job loss, divorce, illness or personal bankruptcy.

Commercial Business Lending. We also offer commercial business loans which may be
secured by assets other than real estate. The purpose of these loans is to provide working
capital, inventory financing, or equipment financing. Generally, working capital and inventory
loans carry a floating rate of interest based on the prime rate plus a margin and mature
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annually. Loans to finance equipment generally carry a fixed rate and terms up to seven years.
The collateral securing these types of loans is other business assets such as inventory, accounts
receivable, and equipment.

Loan Originations, Purchases, and Sales

The Bank originates loans through its branch network, the internet and its call center.
Referrals from current customers, advertisements, real estate brokers, mortgage loan brokers and
builders are also important sources of loan originations. While the Bank originates both adjustable-
rate and fixed-rate loans, origination volume is dependent upon customer loan demand within the
Bank’s market area. Demand is affected by local competition, the real estate market and the interest
rate environment. The Bank also purchases loans, principally one-to four-family residential
mortgages, in the form of whole loans as well as participation interests for interest rate risk
management and portfolio diversification and to supplement our organic growth. The Bank
purchased approximately $51.4 million of loans during the year ended December 31, 2007. In
addition, the Bank may sell participation interests in some of its larger real estate loans.

Asset Quality

When a borrower fails to make a timely payment on a loan, contact is made initially in the
form of a reminder letter sent at either 10 or 15 days depending on the term of the loan agreement.
If a response is not received within a reasonable period of time, contact by telephone is made in an
attempt to determine the reason for the delinquency and to, request payment of the delinquent
amount in full or to establish an acceptable repayment plan to bring the loan current.

[f the borrower is unable to make or keep payment arrangements, additional collection
action is taken in the form of repossession of collateral for secured, non-real estate loans and
small claims or legal action for unsecured loans. If the loan is secured by real estate, a letter of
intent to foreclose is.sent to the borrower when an agreement for an acceptable repayment plan
can not be established or agreed upon. The letter of intent to foreclose allows the borrower up to
10 days to bring the account current. Once the loan becomes 75 days delinquent and an
acceptable repayment plan has not been established, foreclosure action is initiated on the loan.

Real estate loans serviced by a third party are subject to the servicing institution’s
collection policies. Contractually, the servicing institutions are required to adhere to collection
policies no less stringent than the Bank’s policies. The Bank tracks each purchased loan
individually to ensure full payments are received as scheduled. Each month, servicing
institutions are required to provide delinquent loan status reports to the Bank’s loan operations
department. The status reports are included in the month-end delinquent real estate report to
management.

Delinguent Loans. The following table sets forth the Bank's loans delinquent 60-to-89
days and 90 days or more past due by type, number, amount and percentage of type at
December 31, 2007. Total loans past due 60 days or more totaled $11.5 million, or 1.63% of total
loans. Real estate loans 60 days or more past due totaled $6.8 million, or 0.96% of total loans.
Construction loans 60 days or more past due totaled $2.4 million, or 0.34% of total loans. Other
loans (consisting of home equity, consumer, and commercial non-real estate) totaled $2.3
million, or 0.33% of total loans.
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Loans Delinquent For:

Total

60-89 Days 90 Days or More Delinquent Loans
Number Principal Number Principal Number Principal
of . Balance of Balance of Balance
Loan Types Loans 'of Loans Loans of Loans Loans of Loans
(DoMars in Thousands)

Real estate
One- to four-family 1 $3,105 1 $2,291 22 $5,39
Commercial 1 175 2 783 3 958
Other (Land and multi-family} 135 5 310 7 445
Real Estate Construction
Construction - One- to four-family - - - - - -
Construction - Commercial 1 . 1,527 1 880 2 2,407
Construction - Acquisition &
development - - - - - -
QOther Loans ~ Consumer
Home equity 3 229 1 774 14 1,003
Consumer 41 272 62 268 103 540
Commercial - - 87 772 87 772

Total 59 $5,443 179 $6,078 238 $11,521
Delinquent loans to total gross loans 0.77% 0.86% 1.63%

Non-Performing Assets. The following table sets forth the amounts and categories of
non-performing assets in the Bank’s loan portfolio. Non-performing assets consist of non-
accrual loans, accruing loans past due 90 days and more, and foreclosed assets. Loans to a
customer whose financial condition has deteriorated are considered for non-accrual status
whether or not the loan is 90 days and over past due. Generally, all loans past due 90 days and
over are classified as non-accrual. For loans on non-accrual, interest income is not recognized
until actually collected. At the time the loan is placed on non-accrual status, interest previously
accrued but not collected is reversed and charged against current income. The increase in other
(land & multi-family) non-performing assets was primarily the result of a participation interest
in a land loan that is adequately collateralized, thus no specific reserve has been established for
this loan. The increase in commercial construction non-performing assets was primarily the
result of two participation lending relationships. The first is a partially completed
condominium complex that is under-collateralized; a specific reserve of approximately $565,000
has been established for this loan. The second is a substantially completed single-family
residence held for sale by the developer that is adequately collateralized, accordingly no specific
reserve has been established for this loan. The Bank is not the lead lencler with respect to these
three loans. At December 31, 2007, the Bank had no loans delinquent 9C days or more that were
accruing interest. Loans 90 days or more past due and non-accrual loans as a percentage of
total loans were 1.11% and 0.84% of total assets, respectively. For the yzar ended December 31,
2007, contractual gross interest income of $371,000 would have been recorded on non-
performing loans if those loans had been current. Interest in the amount of $330,000 was
included in income during 2007 on such loans.
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At December 31,
2007 2006 2005 2004 2003
(Dollars in Thousands)

Non-accrual loans:

Real Estate

One- to four-family $2,312 $325 $697 $1,931 $465
Commercial 280 430 238 3271 5,670
Other {Land & multi-family) 1,073 104 109 - -

Real Estate Construction

Construction - One-to four-family - 551 - - -
Construction - Commercial 2,407 - - - -
Construction - Acquisition & Development - - - - -

Other

Home Equity ' 774 280 35 - -
Consumer 221 445 597 290 267
Commercial 772 915 940 1,166 1,165
Total $7,839 $3,050 $2,616 $6,658 $7,567

Accruing delinquent 90 days or more:

Real Estate

One- to four-family - - - - -
Commercial - - - - -
Other (Land & multi-family) - - - - -

Real Estate Construction . .

Construction - One-to four-family - - - - -
Construction - Commercial - - - - -
Construction - Acquisition & Development - - - - -

Other

Home Equity - - - - -
Consumer - - - - -
Commercial - - - - -
Total - - - - -

Total non-performing loans 7839 3,050 2,616 6,658 - 7,567
Foreclosed assets 1,726 286 310 323 1,079

Total non-performing assets $9,565 $3,336 $2,926 $6,981 38,646

Non-performing loans to total loans ' 1.11% 0.48% 045% 1.28% 1.72%
Non-performing loans to total assets 0.84% 036% |, 039% 1.09% 173%

Real Estate Owned and Other Repossessed Assets. Real estate acquired as a result of
foreclosure is classified as real estate owned. At the time of foreclosure or repossession, the
property is recorded at the lower of its estimated fair value less selling costs or the loan balance,
with any write-down charged against the allowance for loan losses. Other repossessed assets
are recorded at the lower of the loan balance or fair market value. As of December 31, 2007, the
Bank had real estate owned of $1.7 million. For the dates indicated above, the Bank did not
have any troubled debt restructurings.

Classified Assets. Banking regulations provide for the classification of loans and other
assets, such as debt and equity securities considered by the Bank and regulators to be of lesser
quality, as “substandard,” “doubtful” or “loss.” An asset is considered “substandard” if it is
inadequately protected by the current net worth and paying capacity of the obligor or of the
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collateral pledged, if any. “Substandard” assets include those characterized by the “distinct
possibility” that the insured institution will sustain “some loss” if the deficiencies are not
corrected. Assets classified as “doubtful” have all of the weaknesses inherent in those classified
“substandard,” with the added characteristic that the weaknesses present make “collection or
liquidation in full,” on the basis of currently!existing facts, conditions, and values, “highly
questionable and improbable.” Assets classified as “loss” are those considered not collectable
and of such little value that their continuance as assets without the establishment of a specific
loss reserve is not warranted.

When an insured institution classifies problem assets as either substandard or doubtful,
it may establish general allowances for loan losses in an amourt deemed prudent by
management and approved by the board of directors. General allowances represent loss
allowances which have been established to recognize the inherent risk associated with lending
activities, but which, unlike specific allowances, have not been allocated to particular problem
assets. When an insured institution classifies problem assets as “loss,” it is required either to
establish a specific allowance for losses equal to 100% of that portion of the asset so classified or
to charge off such amount. An institution’s determination as to the classification of its assets
and the amount of its valuation allowances is subject to review by the OTS and the Federal
Deposit Insurance Corporation (“FDIC"), which may order the establishment of additional
general or specific loss allowances. !

In connection with the filing of the Bank’s periodic reports with the OTS and in
accordance with its classification of assets policy, management regularly reviews the problem
assets in the portfolio to determine whether any assets require classification in accordance with
applicable regulations. The total amount of classified assets represented 16.34% of Bank equity
capital and 1.34% of Bank total assets at December 31, 2007,

The aggregate amount of classified loans at the dates indicated was as follows:

At December 31,
| 2007 2006
. {Dollars in Thousands) -
Loss $ - $ -
Doubtful . 1,527 686
Substandard 5,519 4,915

Total $ 7,046 8 5,601

At December 31, 2007, $7.0 million of classified loans were impaired, as defined under
Statement of Financial Accounting Standards (“SFAS”) No. 114, Accounting by Creditors for
Impairment of a Loan (“SFAS 114”), up from '$2.0 million at year end 2006. Loans considered
doubtful were $1.5 million, up from $686,000 at year end 2006. Loans are classified as special
mention when it is determined that a loan relationship should be monitored more closely. Loans are
classified as special mention for a variety of reasons including changes in recent borrower financial
condition, changes in borrower operations, changes in value of available collateral, concerns
regarding changes in economic conditions in a borrower’s industry, and other matters. A loan
classified as special mention in many instances may be performing in accordance with the loan
terms. Special mention loans were $3.8 million and $8.5 million at December 31, 2007 and 2006,
respectively. All loans classified as special mention are performing according to their contractual
terms and no losses are anticipated at this time.

Allowance for Loan Losses. An allowance for loan losses is maintained to reflect probable
incurred losses in the loan portfolio. The allowance is based on ongoing assessments of the
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estimated losses incurred in the loan portfolio. Management’s methodology for assessing the
appropriateness of the allowance consists of several key elements, which include a SFAS No. 5,
Accounting for Contingencies (“SFAS 5”) component by type of loan and specific allowances for
identified problem loans. The allowance incorporates the results of measuring impaired loans as
provided in SFAS 114 and SFAS No. 118, Accounting by Creditors for Impairment of a Loan -
Income Recognition and Disclosures. These accounting standards prescribe the measurement
methods, income recognition and disclosures related to impaired loans.

The SFAS 5 component is calculated by applying loss factors to outstanding loans based on
the internal risk evaluation of the loans or pools of loans. Changes in risk evaluations of both
performing and non-performing loans affect the amount of the SFAS 5 component. Loss factors are
based on the Bank's historical loss experience, current market conditions that may impact real estate
values within the Bank’s primary lending areas, and on other significant factors that, in
management’s judgment, may affect the ability to collect loans in the portfolio as of the evaluation
date. Other significant factors that exist as of the balance sheet date that may be considered in
determining the adequacy of the allowance include credit quality trends (including trends in non-
performing loans expected to result from existing conditions), collateral values, geographic
foreclosure rates, new and existing home inventories, loan volumes and concentrations, specific
industry conditions within portfolio segments and recent loss experience in particular segments of
the portfolio. These factors weighed more prominently in the allowance calculation for 2007 and
management believes this trend will continue.

The appropriateness of the allowance is reviewed and established by management based
upon its evaluation of then-existing economic and business conditions affecting the Bank's key
lending areas. Senior credit officers monitor the conditions discussed above continuously and
reviews are conducted quarterly with the Bank’s senior management and Board of Directors.

Management also evaluates the allowance for loan losses based on a review of individual
loans. This evaluation is inherently subjective as it requires material estimates including the
amounts and timing of future cash flows management expects to receive on impaired loans that
may be susceptible to significant change. For all specifically reviewed loans where it is probable
that the Bank will be unable to collect all amounts due according to the terms of the loan agreement,
impairment is determined by computing a fair value based on either discounted cash flows using
the loan’s initial interest rate or the fair value of the collateral if the loan is collateral dependent.
Large groups of smaller balance homogenous loans are collectively evaluated for impairment and
are excluded from specific impairment evaluation. For these loans, the allowance for loan losses is
calculated in accordance with the allowance for loan losses policy described above.

At December 31, 2007, the allowance for loan losses was $6.5 million or 0.92% of the total
loan portfolio and 82.7% of total non-performing loans. Assessing the adequacy of the
allowance for loan losses is inherently subjective and requires making material estimates,
including the amount and timing of future cash flows expected to be received on impaired
loans that may be susceptible to significant change. In management’s opinion, the allowance for
loan losses represents all known and inherent loan losses that are both probable and reasonably
estimated as of December 31, 2007.




The following table sets forth an analysis of the allowance for loan losses.

Balance at beginning of period
Charge-offs:
Real Estate Loans
One-to four-family
Commercial
Other (Land & Multi-family)
Real Estate Construction Loans
Construction One-to four- family
Construction Commercial
Acquisition & Development
Other Loans
Home equity
Consumer
Commercial

Total charge-offs
Recoveries:
Real Estate Loans
One-to four-family
Commercial
Other {Land & Multi-family)
Real Estate Construction Loans
Construction One-to four-family
Construction Commercial
Acquisition & Development
Other Loans
Home equity
Consumer
Commercial
Total recoveries
Net charge-offs
Provision for loan losses
Balance at end of period

Net charge-offs to average loans during this period (1)
Net charge-offs to average non-performing loans during

this period

Allowance for loan losses to non-performing loans
Allowance as % of total loans (end of period) (1)

Year Ended December 31,
2007 2006 2005 2004 2003
- {Dollars in Ttousands)
$ 4,705 $ 4587 $ 3956 $ 6593 $ 4,692
133 107 192 78 300
_ - 305 ' 4,637 -
41 - - - -
275 - - - -
550 14 160 63 25
1,819 1,094 1,249 1,642 2,259
‘135 - 120 - 664
2,953 1,215 2,326 6,420 3,248
5 54 40 7 86
893 83 51 - -
I
.7 18 1 11 2
1,145 703 732 790 823
- - 12 - -
2,114 858 836 808 911
839 357 1,490 5,612 2,337
2,616 475 2,121 2,975 4,238
$ 6482 $ 4,705 § 4,587 $ 3,956 $ 6593
0.13% 0.06% 0.27% 1.16% 0.57%
24.71% 11.36% 43.41% 122.10% 30.88%
82.69% 154.21% 175 36% 59.42% 87.13%
0.92% 0.73% 0.78% 0.75% 1.47%

(1) Total loans are net of deferred fees and costs and purchase premiums or discounts.
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Investment Activities

General. The Bank is required by federal regulations to maintain an amount of liquid
assets, such as cash and short-term securities, for the purposes of meeting operational needs.
The Bank is also permitted to make certain other securities investments. See “Management’s
Discussion and Analysis of Financial Condition and Results of Operations - Liquidity and
Commitments.” Cash flow projections are regularly reviewed and updated to assure that
adequate liquidity is provided.

The Bank is authorized to invest in various types of liquid assets, including U.S.
Treasury obligations, securities of various federal agencies and government sponsored
enterprises, certain certificates of deposit of insured banks and savings institutions, certain
bankers’ acceptances, repurchase agreements and federal funds. Subject to various restrictions,
federal savings associations may also invest their assets in investment grade commercial paper
and corporate debt securities and mutual funds whose assets conform to the investments that a
federally chartered savings association is otherwise authorized to make directly. See “How We
Are Regulated - Atlantic Coast Bank” for a discussion of additional restrictions on the Bank's
investment activities.

The board of directors has adopted an investment policy which governs the nature and
extent of investment activities, and the responsibilities of management and the board.
Investment activities are directed by the Chief Administrative Officer, Chief Financial Officer,
and the Treasurer in coordination with the Company’s Asset/Liability Committee. Various
factors are considered when making decisions, including the marketability, maturity and tax
consequences of the proposed investment. The maturity structure of investments will be
affected by various market conditions, including the current and anticipated short and long
term interest rates, the level of interest rates, the trend of new cdeposit inflows, and the
anticipated demand for funds via deposit withdrawals and loan originations and purchases.

The current structure of the investment portfolio provides liquidity when loan demand
is high, assists in maintaining earnings when loan demand is low and maximizes earnings
while satisfactorily managing risk, including credit risk, reinvestment risk, liquidity risk and
interest rate risk. See “Management’s Discussion and Analysis of Financial Condition and
Results of Operations - Asset and Liability Management and Market Risk.”

Investment Securities. The Bank invests in investment securities, for example United
States government sponsored enterprises and state and municipal cbligations, as part of its
asset liability management strategy. All such securities are classified as available for sale.

SFAS No. 115, Accounting for Certain Investments in Debt and Equity Securities (“SFAS
115"), requires that investments be categorized as “held to maturity,” “trading securities” or
“available for sale,” based on management’s intent as to the ultichate disposition of each
security. SFAS 115 allows debt securities to be classified as “held to maturity” and reported in
financial statements at amortized cost only if the reporting entity has the positive intent and
ability to hold those securities to maturity.
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The composition and maturities of the debt securities portfolio, as of December 31, 2007,
are as follows:

Greater
Than Greater
Less Than lto5 5to10 Than
1 Year Years Years 10 Years Total Securities
Amortized Amortized Amortized Amortized Amortized Fair
Cost Cost Cost Cost Cost Value

(Dollars in Thousands)

US government and

agency $ - $ 5218 $ 972 $ 5277 $ 11467 $11,510
State and Municipal - - 433 8412 8,845 8,684
Mortgage-backed - 1,586 12,122 100,040 113,748 114,022
Total investment

securities $ - $ 6,804 $ 13,527 $ 113,729 $ 134,060 $134,216
Weighted average yield - % 4.56% 5.32% 5.45% 5.42% 5.42%

(1) The above presentation does not include the carrying values, yields and maturities of mutual funds as these
investments do not have contractual maturities.

Sources of Funds

General. The Bank’s sources of funds are deposits, payment of principal and interest on
loans, interest earned on or maturation of investment securities, borrowings, and funds
provided from operations.

Deposits. The Bank offers a variety of deposit accounts to consumers with a wide range
of interest rates and terms. Deposits consist of time deposit accounts, savings, money market
and demand deposit accounts. Historically, the Bank has paid attractive rates on deposit
accounts. The Bank relies primarily on competitive pricing policies, marketing and customer
service to attract and retain these deposits. Additionally, the Bank will purchase time deposit
accounts from brokers at costs and terms which are comparable to time deposits originated in
the branch offices.

The variety of deposit accounts offered has allowed the Bank to be competitive in
obtaining funds and to respond with flexibility to changes in consumer demand. As customers
have become more interest rate conscious, the Bank has become more susceptible to short-term
fluctuations in deposit flows. Pricing of deposits are managed to be consistent with overall
asset/liability management, liquidity and growth objectives. Management consider numerous
factors including: (1) the need for funds based on loan demand, current maturities of deposits
and other cash flow needs; (2) rates offered by market area competitors for similar deposit
products; (3) current cost of funds and yields on assets; and (4) the alternative cost of funds on a
wholesale basis, in particular the cost of advances from the Federal Home Loan Bank (“FHLB").
Interest rates are reviewed by senior management weekly. Based on historical experience,
management believes that the Bank’s deposits are a relatively stable source of funds. Despite
this stability, the Bank’s ability to attract and maintain these deposits and the rates paid on them
has been and will continue to be significantly affected by market conditions.
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As of December 31, 2007, the aggregate amount of outstanding certificates of deposit in
amounts greater than or equal to $100,000 was approximately $125.7 million. The following
table sets forth the maturity of those certificates as of December 31, 2007.

At
December 31,
Maturity Period ' 2007
{Dollars in Thousands)

Three months or less $ 16,232
Over three months through six months 24,982
Over six months through one year 56,308
Over one year to three years 25,710
Over three years 2,507

Total $ 125,739

Borrowings. Although deposits are the primary source of funds, the Bank may utilize
borrowings when it is a less costly source of funds, and can'be invested at a positive interest rate
spread, when additional capacity is required to purchase loans or to fund loan demand or when
they meet asset/liability management goals. Borrowings have historically consisted of advances
from the FHLB of Atlanta. See Note 9 of the Notes to Consolidated Financial Statements.

Advances from the FHLB of Atlanta may be obtained upon the security of mortgage loans
and mortgage-backed securities. Thése advances may be made pursuant to several different credit
programs, each of which has its own interest rate, range of maturities and call features. At
December 31, 2007, the Company had $173.0 million in FHLB advances outstanding.

The following table sets forth information as to FHLB advances for the periods indicated.

Years Ended December 31,

2007 © 2006 ) 2005
{Dollars In Thousands)
Average balance outstanding $ 148,184 % 128,260 $ 119,462
Maximum month-end balance $ 173,000 $ 144,000 $ 129,000
Balance at end of period $ 173,000 $ 144,000 $ 129,000
Weighted average interest rate during the period 4.49% 4.42% 4.16%
Weighted average interest rate at end of period 4.23% 4.45% 4.18%

Subsidiary and Other Activities

At December 31, 2007, Atlantic Coast Federal Corporation did not have any active
subsidiaries other than Atlantic Coast Bank. During 2005, Atlantic Coast Bank formed Atlantic
Coast Holdings ("Holdings”) as a wholly owned subsidiary for the purpose of managing and
investing in certain securities, as well as owning all of the common stock and 85% of the
preferred stock of Coastal Properties, Inc. a Real Estate Investment Trust (“REIT”). The REIT
was formed for the purpose of holding Georgia and Fiorida first lien residential mortgages
originated by Atlantic Coast Bank.
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Employees

At December 31, 2007, the Bank had a total of 183 employees, including 12 part-time
employees. The Company’s employees are not represented by any collective bargaining group.

How We Are Regulated

Set forth below is a brief description of certain laws and regulations, which are
applicable to Atlantic Coast Federal Corporation and Atlantic Coast Bank. The description of
these laws and regulations, as well as descriptions of laws and regulations contained elsewhere
herein, does not purport to be complete and is qualified in its entirety by reference to the
applicable laws and regulations. Legislation is introduced from time to time in the United
States Congress that may affect the operations of Atlantic Coast Federal Corporation and
Atlantic Coast Bank. In addition, the regulations governing Atlantic Coast Federal Corporation
and Atlantic Coast Bank may be amended from time to time by the Office of Thrift Supervision
(“OTS"). Any such legislation or regulatory changes in the future could adversely affect
Atlantic Coast Federal Corporation or Atlantic Coast Bank. No assurance can be given as to
whether or in what form any such changes may occur.

General. Atlantic Coast Bank, as a federally chartered savings institution, is subject to
federal regulation and oversight by the OTS extending to all aspects of its operations. The Bank
is also subject to regulation by the Federal Deposit Insurance Corporation (“FDIC"), which
insures the deposits of Atlantic Coast Bank to the maximum extent permitted by law, and
requirements established by the Federal Reserve Board. Federally chartered savings institutions
are required to file periodic reports with the OTS and are subject to periodic examinations by
the OTS and the FDIC. The investment and lending authority of savings institutions are
prescribed by federal laws and regulations, and such institutions are prohibited from engaging
in any activities not permitted by such laws and regulations. Such regulation and supervision
primarily is intended for the protection of depositors and not for the purpose of protecting
stockholders. The OTS regularly examines the Bank and prepares reports for the consideration
of Atlantic Coast Bank’s board of directors on any deficiencies that it may find in the Bank’s
operations. The Bank's relationship with its depositors and borrowers also is regulated to a
great extent by both federal and state laws, especially in such matters as the ownership of
deposit accounts and the form and content of loan documents. Any change in such regulations,
whether by the FDIC, the OTS, or the Congress, could have a material adverse impact on
Atlantic Coast Federal Corporation and Atlantic Coast Bank and their operations.

Atlantic Coast Federal Corporation

General. Atlantic Coast Federal Corporation is a federal mutual holding company
subsidiary within the meaning of Section 10(0) of the Home Owners’ Loan Act. It is required to
file reports with the OTS and is subject to regulation and examination by the OTS. In addition,
the OTS has enforcement authority over Atlantic Coast Federal Corporation and any non-
savings institution subsidiaries. This permits the OTS to restrict or prohibit activities that it
determines to be a serious risk to Atlantic Coast Bank. This regulation is intended primarily for
the protection of the depositors and not for the benefit of stockholders of Atlantic Coast Federal
Corporation.

Activities Restrictions. Atlantic Coast Federal Corporation and its non-savings
institution subsidiaries are subject to statutory and regulatory restrictions on their business
activities specified by federal regulations, which include performing services and holding
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properties used by a savings institution subsidiary, activities authorized for savings and loan
holding companies as of March 5, 1987, and non-banking activities permissible for bank holding
companies pursuant to the Bank Holding Company Act of 1956 or zuthorized for financial
holding companies pursuant to the Gramm-Leach-Bliley Act.

If Atlantic Coast Bank fails the qualified thrift lender test, Atlantic Coast Federal
Corporation must, within one year of that failure, register as, and will become subject to, the
restrictions applicable to bank holding companies. See “- Qualified Thrift Lender Test.”

Mergers and Acquisitions. Atlantic Coast Federal Corporation must obtain approval
from the OTS before acquiring more than 5% of the voting stock of another savings institution
or savings and loan holding company or acquiring such an institution or holding company by
merger, consolidation or purchase of its assets. In evaluating an application for Atlantic Coast
Federal Corporation to acquire control of a savings institution, the OTS would consider the
financial and managerial resources and future prospects of Atlantic Coast Federal Corporation
and the target institution, the effect of the acquisition on the risk to the insurance funds, the
convenience and the needs of the community and competitive factors.

Waivers of Dividends by Atlantic Coast Federal Corporation. OTS regulations require
Atlantic Coast Federal, MHC to notify the OTS of any proposed waiver of its receipt of
dividends from Atlantic Coast Federal Corporation. The OTS reviews dividend waiver notices
on a case-by-case basis, and, in general, does not object to any such waiver if: (i) the mutual
holding company’s board of directors determines that such waiver is consistent with such
directors’ fiduciary duties to the mutual holding company’s members; (ii) and the waiver
would not be detrimental to the safe and sound operation of the institution.

In 2007, Atlantic Coast Federal, MHC waived receipt of quarterlv dividends in the total
amount of $5.0 million. It is anticipated that Atlantic Coast Federal, MHC will waive
dividends, from time to time, paid by Atlantic Coast Federal Corporation, if any. Under OTS
regulations, public stockholders would not be diluted because of any dividends waived by
Atlantic Coast Federal, MHC (and waived dividends would not be considered in determining
an appropriate exchange ratio) in the event Atlantic Coast Federal, MHC converts to stock form.

Conversion of Atlantic Coast Federal, MHC to Stock Form. The OTS regulations permit
Atlantic Coast Federal, MHC to convert from the mutual form of orgenization to the capital
stock form of organization (a “Second Step Conversion”). There can be no assurance when, if
ever, a second Step Conversion will occur. In a Second Step Conversion a new holding
company would be formed as the successor to Atlantic Coast Federal Corporation (the “New
Holding Company”), Atlantic Coast Federal, MHC's corporate existence would end, and certain
depositors of Atlantic Coast Bank would receive the right to subscribe for additional shares of
the New Holding Company. In a Conversion Transaction, each share of common stock held by
stockholders other than Atlantic Coast Federal, MHC (“Minority Stockholders”) would be
automatically converted into a number of shares of common stock in the New Holding
Company determined pursuant to an exchange ratio that ensures that the Minority
Stockholders own the same percentage of common stock in the New Holding Company as they
owned in Atlantic Coast Federal Corporation immediately prior to the Second Step
Conversation. The total number of shares held by Minority Stockholders after a Second Step
Conversion also would be increased by any purchases by Minority Stockholders in the stock
offering conducted as part of the Second Step Conversion.
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A Second-Step Conversion requires the approval of the OTS as well as a majority of the
votes eligible to be cast by the members of Atlantic Coast Federal, MHC and a majority of the

votes eligible to be cast by the stockholders of Atlantic Coast Federal Corporation other than
Atlantic Coast Federal, MHC.

Atlantic Coast Bank

The OTS has extensive authority over the operations of savings institutions. As part of
this authority, Atlantic Coast Bank is required to file periodic reports with the OTS and is
subject to periodic examinations by the OTS and the FDIC. When these examinations are
conducted by the OTS and the FDIC, the examiners may require the Bank to provide for higher
general or specific loan loss reserves. All savings institutions are subject to a semi-annual
assessment, based upon the savings institution’s total assets, to fund the operations of the OTS.

The OTS also has extensive enforcement authority over all savings institutions and their
holding companies, including Atlantic Coast Bank and Atlantic Coast Federal Corporation.
This enforcement authority includes, among other things, the ability to assess civil money
penalties, to issue cease-and-desist or removal orders and to initiate injunctive actions. In
general, these enforcement actions may be initiated for violations of laws and regulations and
unsafe or unsound practices. Other actions or inactions may provide the basis for enforcement
action, including misleading or untimely reports filed with the OTS. Except under certain
circumstances, public disclosure of final enforcement actions by the OTS is required.

In addition, the investment, lending and branching authority of Atlantic Coast Bank is
prescribed by federal laws and it is prohlblted from engaging in any activities not permitted by
such laws. For instance, no savings institution may invest in non-investment grade corporate
debt securities. In addition, the permissible level of investment by federal institutions in loans
secured by non-residential real property may not exceed 400% of total capital, except with
approval of the OTS. Federal savings institutions are also generally authorized to branch
nationwide. Atlantic Coast Bank is in compliance with the noted restrictions.

Atlantic Coast Bank’s general permissible lending limit for loans-to-one-borrower is
equal to the greater of $500,000 or 15% of unimpaired capital and surplus (except for loans fully
secured by certain readily marketable collateral, in which case this limit is increased to 25% of
unimpaired capital and surplus). At December 31, 2007, Atlantic Coast Bank’s lending limit
under this restriction was $11.3 million. Atlantic Coast Bank is in compliance with the loans-to-
one-borrower limitation.

The OTS, as well as the other federal banking agencies, has adopted guidelines
establishing safety and soundness standards on such matters as loan underwriting and
documentation, asset quality, earnings standards, internal controls and audit systems, interest
rate risk exposure and compensation and other employee benefits. Any institution, which fails
to comply with these standards, must submit a compliance plan.

Insurance of Accounts and Regulation by the FDIC

Insurance of Deposit Accounts. Deposit accounts at Atlantic Coast Bank are insured by
the Federal Deposit Insurance Corporation up to a maximum of $100,000 per separately insured
depositor and up to a maximum amount of $250,000 for self-directed retirement accounts.
Atlantic Coast Bank deposits, therefore, are subject to Federal Deposit Insurance Corporation
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deposit insurance assessments. The Federal Deposit Insurance Corporation has adopted a risk-
based system for determining deposit insurance assessments.

The Federal Deposit Insurance Corporation regulations assess insurance premiums
based on an institution’s risk. Under this assessment system, the Federal Deposit Insurance
Corporation evaluates the risk of each financial institution based on its supervisory rating,
financial ratios, and long-term debt issuer rating. The rates for nearly all of the financial
institutions industry vary between five and seven cents for every $100 of domestic deposits.
Federal law requires the Federal Deposit Insurance Corporation to establish a deposit reserve
ratio for the deposit insurance fund of between 1.15% and 1.50% of estimated deposits. The
Federal Deposit Insurance Corporation has designated the reserve ratio for the deposit
insurance fund through the first quarter of 2008 at 1.25% of estimated insured deposits.

Effective March 31, 2006, the Federal Deposit Insurance Corporation merged the Bank
Insurance Fund and the Savings Association Insurance Fund into a single fund called the
Deposit Insurance Fund. In addition to the Federal Deposit Insurance Corporation assessments,
the Financing Corporation (“FICO”) is authorized to impose and collect, with the approval of
the Federal Deposit Insurance Corporation, assessments for anticipated payments, issuance
costs and custodial fees on bonds issued by the FICO in the 1980s to recapitalize the Federal
Savings and Loan Insurance Corporation. The bonds issued by the FICO are due to mature in
2017 through 2019. For the quarter ended December 31, 2007, the annualized FICO assessment
was equal to 1.14 basis points for each $100 in domestic deposits maintained at an institution.

Regulatory Capital Requirements

Federally insured savings institutions, such as Atlantic Coast Bank, are required to
maintain a minimum level of regulatory capital. The OTS has established capital standards,
including a tangible capital requirement, a leverage ratio or core capital requirement and a risk-
based capital requirement applicable to such savings institutions. These capital requirements
must be generally as stringent as the comparable capital requirements for national banks. The
OTS is also authorized to impose capital requirements in excess of these standards on
individual institutions on a case-by-case basis. Atlantic Coast Bank meets the requirements to
be considered adequately capitalized, as well as those required to be well capitalized. The
capital regulations require tangible capital of at least 1.5% of adjusted total assets, as defined by
regulation. Tangible capital generally includes common stockholders’ equity and retained
income, and certain non-cumulative perpetual preferred stock and related income. In addition,
all intangible assets, other than a limited amount of purchased mortgage servicing rights, must
be deducted from tangible capital for calculating compliance with the requirement. At
December 31, 2007, Atlantic Coast Bank had $2.8 million of intangible assets consisting of
goodwill of $2.6 million and net core deposit intangible of $183,000.

At December 31, 2007, Atlantic Coast Bank had tangible capital of $70.4 million, or 7.7%
of adjusted total assets, which is approximately $56.7 million above the min‘mum requirement
of 1.5% of adjusted total assets in effect on that date.

The capital standards also require core capital equal to at least 4.0% of adjusted total
assets unless its supervisory condition is such to allow it to maintain a 3.0% ratio. Core capital
generally consists of tangible capital plus certain intangible assets, including a limited amount
of purchased credit card relationships. At December 31, 2007, Atlantic Coast Bank had $2.8
million of intangibles, which were subject to these tests. At December 31, 2007, Atlantic Coast
Bank had core capital equal to $70.4 million, or 7.7% of adjusted total assets, which is $33.6
- million above the minimum requirement of 4.0% in effect on that date.
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The OTS also requires savings institutions to have core capital equal to 4% of risk-
weighted assets (“Tier 1”). At December 31, 2007, Atlantic Coast Bank had Tier 1 risk-based
capital of $75.5 or 12.1% of risk-weighted assets, which is approximately $50.4 million above the
minimum on such date. The OTS also requires savings institutions to have total capital of at
least 8.0% of risk-weighted assets. Total capital consists of core capital as defined above and
supplementary capital. Supplementary capital consists of certain permanent and maturing
capital instruments that do not qualify as core capital and general valuation loan and lease loss
allowances up to a maximum of 1.25% of risk-weighted assets. Supplementary capital may be
used to satisfy the risk-based requirement only to the extent of core capital. The OTS is also
authorized to require a savings institution to maintain an additional amount of total capital to
account for concentration of credit risk and the risk of non-traditional activities.

In determining the amount of risk-weighted assets, all assets, including certain off-
balance sheet items, will be multiplied by a risk weight, ranging from 0% to 100%, based on the
risk inherent in the type of asset. For example, the OTS has assigned a risk weight of 50% for
prudently underwritten permanent one- to four-family first lien mortgage loans not more than
90 days delinquent and having a loan-to-value ratio of not more than 90% at origination unless
insured to such ratio by an insurer approved by Fannie Mae or Freddie Mac.

On December 31, 2007, Atlantic Coast Bank had total risk-based capital of $75.5 million
and risk-weighted assets of $626.4 million; or total capital of 12.1% of risk-weighted assets. This
amount was $25.4 million above the 8.0% requirement in effect on that date.

The OTS and the FDIC are authorized and, under certain circumstances, required to take
certain actions against savings institutions that fail to meet their capital requirements. The OTS
is generally required to take action to restrict the activities of an “undercapitalized institution,”
which is an institution with less than either a 4.0% core capital ratio, a 4.0% Tier 1 risked-based
capital ratio or an 8.0% risk-based capital ratio. Any such institution must submit a capital
restoration plan and until the plan is approved by the OTS, may not increase its assets, acquire
another institution, establish a branch or engage in any new activities, and generally may not
make capital distributions. The OTS is authorized to impose the additional restrictions that are
applicable to significantly undercapitalized institutions.

As a condition to the approval of the capital restoration plan, any company controlling
an undercapitalized institution must agree that it will enter into a limited capital maintenance
guarantee with respect to the institution’s achievement of its capital requirements.

Any savings institution that fails to comply with its capital plan or has Tier 1 risk-based
or core capital ratios of less than 3.0% or a risk-based capital ratio of less than 6.0% and is
considered “significantly undercapitalized” will be made subject to one or more additional
specified actions and operating restrictions which may cover all aspects of its operations and
may include a forced merger or acquisition of the institution. An institution that becomes
“critically undercapitalized” because it has a tangible capital ratio of 2.0% or less is subject to
further mandatory restrictions on its activities in addition to those applicable to significantly
undercapitalized institutions. In addition, the OTS must appoint a receiver, or conservator with
the concurrence of the FDIC, for a savings institution, with certain limited exceptions, within 90
days after it becomes critically undercapitalized. Any undercapitalized institution is also
subject to the general enforcement authority of the OTS and the FDIC, including the
appointment of a conservator or a receiver.
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The OTS is also generally authorized to reclassify an institution into a lower capital
category and impose the restrictions applicable to such category if the institution is engaged in
unsafe or unsound practices or is in an unsafe or unsound condition.

The imposition by the OTS or the FDIC of any of these measures on Atlantic Coast Bank
may have a substantial adverse effect on its operations and profitability.

Limitations on Dividends and Other Capital Distributions

OTS regulations impose various restrictions on savings institutions with respect to their
ability to make distributions of capital, which include dividends, stock redemptions or
repurchases, cash-out mergers and other transactions charged to the capital account.

Generally, savings institutions, such as Atlantic Coast Bank, that before and after the
proposed distribution are well-capitalized, may make capital distributions during any calendar
year equal to 100% of reported net income for the year-to-date plus retained net income for the
two preceding years. However, an institution deemed to be in need of more than normal
supervision by the OTS may have its dividend authority restricted by the OTS. Atlantic Coast
Bank may pay dividends to Atlantic Coast Federal Corporation in accordance with this general
authority.

Savings institutions proposing to make any capital distribution need not submit written
notice to the OTS prior to such distribution unless they are a subsidiary of a holding company
or would not remain well capitalized following the distribution. Savings institutions that do
not, or would not meet their current minimum capital requirements following a proposed
capital distribution or propose to exceed these net income limitations, must obtain OTS
approval prior to making such distribution. The OTS may object to the distribution during that
30-day period based on safety and soundness concerns. See “- Regulatory Capital
Requirements.”

Liquidity

All savings institutions, including Atlantic Coast Bank, are required to maintain
sufficient liquidity to ensure a safe and sound operation.

Qualified Thrift Lender Test

All savings institutions, including Atlantic Coast Bank, are required to meet a qualified
thrift lender test to avoid certain restrictions on their operations. This test requires a savings
institution to have at least 65% of its portfolio assets, as defined by regulation, in qualified thrift
investments on a monthly average for nine out of every 12 months on a rolling basis. As an
alternative, the savings institution may maintain 60% of its assets in those assets specified in
Section 7701(a)(19) of the Internal Revenue Code. Under either test, such assets primarily
consist of residential housing related loans and investments. At December 31, 2007, Atlantic
Coast Bank was in compliance with the test.

Any savings institution that fails to meet the qualified thrift lender test must convert to a
national bank charter or become subject to the restrictions applicable to national banks, unless it
re-qualifies as a qualified thrift lender within one year of failure and thereafter remains a
qualified thrift lender. If such an institution has not yet re-qualified or converted to a national
bank, its new investments and activities are limited to those permissible for both a savings
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institution and a national bank, and it is limited to national bank branching rights in its home
state. In addition, the institution is immediately ineligible to receive any new FHLB borrowings
and is subject to national bank limits for payment of dividends. If such an institution has not re-
qualified or converted to a national bank within three years after the failure, it must divest of all
investments and cease all activities not permissible for a national bank. If any institution that
fails the qualified thrift lender test is controlled by a holding company, then within one year
after the failure, the holding company must register as a bank holding company and become
subject to all restrictions on bank holding companies.

Community Reinvestment Act

Under the Community Reinvestment Act, every FDIC-insured institution has a
continuing and affirmative obligation consistent with safe and sound banking practices to help
meet the credit needs of its entire community, including low and moderate income
neighborhoods. The Community Reinvestment Act does not establish specific lending
requirements or programs for financial institutions nor does it limit an institution’s discretion to
develop the types of products and services that it believes are best suited to its particular
community, consistent with the Community Reinvestment Act. The Community Reinvestment
Act requires the OTS, in connection with the examination of Atlantic Coast Bank, to assess the
institution’s record of meeting the credit needs of its community and to take such record into
account in its evaluation of certain applications, such as a merger or the establishment of a
branch, by Atlantic Coast Bank. An unsatisfactory rating may be used as the basis for the denial
of an application by the OTS. Due to the heightened attention being given to the Community
Reinvestment Act in the past few years, Atlantic Coast Bank may be required to devote
additional funds for investment and lending in its local community. Atlantic Coast Bank was
examined for Community Reinvestment Act compliance and received a rating of satisfactory in
its latest examination.

Transactions with Affiliates

Generally, transactions between a savings institution or its subsidiaries and its affiliates
are required to be on terms as favorable to the institution as transactions with non-affiliates. In
addition, certain of these transactions, such as loans to an affiliate, are restricted to a pércentage
of the institution’s capital. Affiliates of Atlantic Coast Bank include Atlantic Coast Federal
Corporation and any company, which is under common control with Atlantic Coast Bank. In
addition, a savings institution may not lend to any affiliate engaged in activities not permissible
for a bank holding company or acquire the securities of most affiliates. The OTS has the
discretion to treat subsidiaries of savings institutions as affiliates on a case-by-case basis.

In addition, the OTS regulations prohibit a savings institution from lending to any of its
affiliates that is engaged in activities that are not permissible for bank-holding companies and
from purchasing the securities of any affiliate, other than a subsidiary.

Certain transactions with directors, officers or controlling persons are also subject to
conflict of interest regulations enforced by the OTS. These conflict of interest regulations and
other statutes also impose restrictions on loans to such persons and their related interests.
Among other things, such loans must generally be made on terms substantially the same as for
loans to unaffiliated individuals.
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Privacy requirements of the GLBA

The Gramm-Leach-Bliley Act of 1999, provided for sweeping financial modernization
for commercial banks, savings banks, securities firms, insurance companies, and other financial
institutions operating in the United States. Among other provisions, the Gramm-Leach-Bliley
Act places limitations on the sharing of consumer financial information with unaffiliated third
parties. Specifically, the Gramm-Leach-Bliley Act of 1999 requires all financial institutions
offering financial products or services to retail customers to provide such customers with the
financial institutions’” privacy statement and provide such customers the opportunity to “opt
out” of the sharing of personal information with unaffiliated third parties.

USA PATRIOT Act

The USA PATRIOT Act was signed into law on October 26, 2001. The USA PATRIOT
Act gives the federal government new powers to address terrorist threats through enhanced
domestic security measures, expanded surveillance powers, increased information sharing and
broadened anti-money laundering requirements. The USA PATRIOT Act also requires the
federal banking agencies to take into consideration the effectiveness of controls designed to
combat money laundering activities in determining whether to approve a merger or other
acquisition application of a member institution. Accordingly, if the Company engages in a
merger or other acquisition, controls designed to combat money laundering would be
considered as part of the application process. Management has established policies, procedures
and systems designed to comply with these regulations.

Federal Securities Law

The stock of Atlantic Coast Federal Corporation is registered with the Securities and
Exchange Commission (“SEC”) under the Securities Exchange Act of 1934, as amended.
Atlantic Coast Federa! Corporation is subject to the information, proxy solicitation, insider
trading restrictions and other requirements of the SEC under the Securities Exchange Act of
1934.

Atlantic Coast Federal Corporation stock held by persons who are affiliates of Atlantic
Coast Federal Corporation may not be resold without registration unless sold in accordance
with certain resale restrictions. Affiliates are generally considered to be officers, directors and
principal stockholders. If Atlantic Coast Federal Corporation meets specified current public
information requirements, each affiliate of Atlantic Coast Federal Corporation will be able to
sell in the public market, without registration, a limited number of shares in any three-month
period. '

Sarbanes-Oxley Act of 2002

The Sarbanes-Oxley Act of 2002 was signed into law by President Bush on July 30, 2002,
in response to public concerns regarding corporate accountability in connection with recent
accounting scandals. The stated goals of the Sarbanes-Oxley Act are to increase corporate
responsibility, to provide for enhanced penalties for accounting and auditing improprieties at
publicly traded companies and to protect investors by improving the accuracy and reliability of
corporate disclosures pursuant to the securities laws. The Sarbanes-Oxley Act generally applies
to all companies that file or are required to file periodic reports with the SEC, under the
Securities Exchange Act of 1934, including Atlantic Coast Federal Corporation.
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The Sarbanes-Oxley Act mandated additional disclosure requirements and new corporate
governance rules, requires the SEC and securities exchanges to adopt extensive additional disclosure,
corporate governance and other related rules. The Sarbanes-Oxley Act represents significant federal
involvement in matters traditionally left to state regulatory systems, such as the regulation of the
accounting profession, and to state corporate law, such as the relationship between a board of
directors and management and between a board of directors and its committees.

Federal Reserve System

The Federal Reserve Board requires all depository institutions to maintain non-interest
bearing reserves at specified levels against their transaction accounts, primarily checking, NOW and
Super NOW checking accounts. At December 31, 2007, Atlantic Coast Bank was in compliance with
these reserve requirements. Savings institutions are authorized to borrow from the Federal Reserve
Bank “discount window,” but Federal Reserve Board regulations require institutions to exhaust
other reasonable alternative sources of funds, including FHLB borrowings, before borrowing from
the Federal Reserve Bank.

Federal Home Loan Bank System

Atlantic Coast Bank is a member of the Federal Home Loan Bank of Atlanta, which is one of
12 regional Federal Home Loan Banks that administers the home financing credit function of savings
institutions. Each Federal Home Loan Bank (“FHLB") serves as a reserve or central bank for its
members within its assigned region. It is funded primarily from proceeds derived from the sale of
consolidated obligations of the FHLB System. It makes loans or advances to members in accordance
with policies and procedures, established by the board of directors of the FHLB, which are subject to
the oversight of the Federal Housing Finance Board. All advances from the FHLB are required to be
fully secured by sufficient collateral as determined by the FHLB. In addition, all long-term advances
are required to provide funds for residential home financing. -

As a member, Atlantic Coast Bank is required to purchase and maintain stock in the FHLB of
Atlanta. At December 31, 2007, Atlantic Coast Bank had $9.3 million in FHLB stock, which was in
compliance with this requirement. In past years, Atlantic Coast Bank has received substantial
dividends on its FHLB stock. Atlantic Coast Bank received dividends of $490,000 for the fiscal year
ended December 31, 2007. Over the past two fiscal years such dividends have averaged 5.86% and
were 5.98% for the fiscal year ended December 31, 2007.

Under federal law, the Federal Home Loan Banks are required to provide funds for the
resolution of troubled savings institutions and to contribute to low- and moderately-priced housing
programs through direct loans or interest subsidies on advances targeted for community investment
and low- and moderate-income housing projects. These contributions have affected adversely the
level of FHLB dividends paid and could continue to do so in the future. These contributions could
also have an adverse effect on the value of FHLB stock in the future. A reduction in value of Atlantic
Coast Bank’s FHLB stock may result in a corresponding reduction in Atlantic Coast Bank’s capital.

Available Information

The Company makes available financial information, news releases and other information on
the Company’s Web site at www.AtlanticCoastBank.net. There is a link to obtain all filings made by
the Company with the Securities and' Exchange Commission including the Company’s annual
reports on Form 10-K, current reports on Form 8-K, and any amendments to those reports filed or
furnished pursuant to Section 13(a) or 15(d) of the Securities and Exchange Act of 1934. The reports
or amendments are available free of charge as soon as reasonably practicable after the Company files
such reports and amendments with, or furnishes them to, the Securities and Exchange Commission.
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Stockholders of record may also contact Corporate Communications, Inc., 523 Third Avenue South,
Nashville, Tennessee, 37210 or call (615)-254-3376 to obtain a copy of these reports without charge.

Item 1A. Risk Factors

The business, and an investment in the common stock, involves risks. Summarized below are
the risk factors which management believe are material to the business and could negatively affect
operating results, financial condition and the trading value of the common stock. Other risks factors
not currently known to management, or risk factors that are currently deemed to be immaterial or
unlikely, also could adversely affect the business. In assessing the following; risk factors, the reader
should also refer to the other information contained in this Annual Report on Form 10-K and the
Company’s other filings with the Securities and Exchange Cormnmission.

Risks Relating to the Business

The geographic concentration in loans secured by one- to four- family residential real estate
may increase credit losses, which could increase the level of provision for loan losses.

As of December 31, 2007 approximately 59.6% of the total loan portfolio was secured by
first or second liens on one- to four-family residential property, primarily in southeastern
Georgia and northeastern Florida. The recent downturn in the local ard national economy
could adversely affect the Bank’s loan customers’ ability to repay their loans. In the event that
the Bank is required to foreclose on a property securing a mortgage loans or pursue other
remedies in order to protect the Bank’s investment, there can be no assurarce that the Bank will
recover funds in an amount equal to any remaining loan balance as a result of prevailing
economic conditions, real estate values and other factors associated with the ownership of real
property. As a result, the market value of the real estate or other collateral underlying the loans
may not, at any given time, be sufficient to satisfy the outstanding principal amount of the
loans. Consequently, the Bank would sustain loan losses and potentially incur a higher
provision for loan loss expense.

The loan portfolio possesses increased risk due to our growing number of commercial real estate,
commercial business and construction loans and consumer loans, which could increase the level
of provision for loan losses.

The Bank’s outstanding commercial real estate, commercial business, construction, multi-
family, and automobile and other consumer loans accounted for approximately 32.6% of the total
loan portfolio as of December 31, 2007. Generally, management considers these types of loans to
involve a higher degree of risk compared to first mortgage loans on one- to four-family, owner
occupied residential properties. These loans have higher risks than loans secured by residential real
estate for the following reasons:

»  Commercial Real Estate and Commercial Business Loans. Repayment is dependent on
income being generated by the rental property or business in amounts sufficient to cover
operating expenses and debt service.

e Commercial and Multi-Family Construction Loans. Repayment is dependent upon the
completion of the project and income being generated by the rental property or business
in amounts sufficient to cover operating expenses and debt service.

o Single Famnily Construction Loans. Repayment is dependent upon the successful
completion of the project and the ability of the contractor or builder to repay the loan
from the sale of the property or obtaining permanent financing,.
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e Multi-Family Real Estate Loans. Repayment is dependent on income being generated
by the rental property in amounts sufficient to cover operating expenses and debt
service.

¢ Consumer Loans. Consumer loans (such as automobile loans) are collateralized, if at all,
with assets that may not provide an adequate source of repayment of the loan due to
depreciation, damage or loss.

Management plans to continue to increase emphasis on construction, commercial and
commercial real estate loans. As such, management may determine it necessary to increase the
level of provision for loan losses. Increased provisions for loan losses would negatively affect
the results of operation. For further information concerning these risks, see Item 1. Business -
“Lending Activities” and “- Asset Quality.”

The loan portfolio possesses increased risk due to rapid expansion during a period of rising
real estate values, high sales volume activity and historically low interest rate environment.

From December 31, 2001 to December 31, 2007, the balance of the gross loan portfolio
has grown from $337.1 million to $706.4 million, an increase of 109.6% with approximately 72%
of that growth occurring in the last four years. Much of this growth is in one- to four-family
residential properties generally located throughout southeastern Georgia and northeastern
Florida. As a result of this rapid expansion during a period of rising real estate values and
historically low interest rates, a significant portion of the loan portfolio is unseasoned and
potentially under collateralized given the recent decline in real estate values. Sufficient time has
not elapsed to ascertain the magnitude of potential losses resulting from this level of growth
during a period of intense real estate market activity. Additionally, given the historically low
interest rate environment over this same period, the unseasoned adjustable rate loans have not
been subject to an interest rate environiment that causes them to adjust to the maximum level
and may involve repayment risks resuiting from potentially increasing payment obligations by
the borrower as a result of repricing. At December 31, 2007 there were $374.0 million in
adjustable rate loans which made up 52.9% of the loan portfolio.

If economic conditions deteriorate in our primary market areas of Jacksonville, Florida0 and
Ware County, Georgia, our results of operation and financial condition could be adversely
impacted as borrower’s ability to repay loans declines and the value of the collateral securing
the loan decreases.

The Bank’s financial results may be adversely affected by changes in prevailing
economic conditions, including decreases in real estate values, changes in interest rates which
may cause a decrease in interest rate spreads, adverse employment conditions, the monetary
and fiscal policies of the federal and the Georgia and Florida state governments and other
significant external events. The Bank holds approximately 25.0% of the deposits in Ware
County, the county in which Waycross, Georgia is located. On the contrary, the Bank has
approximately 121% of the deposits in the Jacksonville, Florida, metropolitan area.
Additionally, the Bank’s market share of loans in Ware County is significantly greater than its
share of the loan market in the Jacksonville metropolitan area. As a result of the concentration
in Ware County, the Bank may be more susceptible to adverse market conditions in that market.
Due to the significant portion of real estate loans in the loan portfolio, decreases in real estate
values could adversely affect the value of property used as collateral. Adverse changes in the
economy may also have a negative effect on the ability of borrowers to make timely repayments
of their loans, which would have an adverse impact on earnings.
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If the allowance for loan losses is not sufficient to cover actual losses, income may be
negatively affected.

In the event that loan customers do not repay their loans according to their terms and
the collateral security for the payments of these loans is insufficient to pay any remaining loan
balance, the Bank may experience significant loan losses. Such credit risk is inherent in the
lending business, and failure to adequately assess such credit risk could have a material adverse
affect on the Bank’s financial condition and results of operations. Management makes various
assumptions and judgments about the collectibility of the loan portfolio, including the
creditworthiness of the borrowers and the value of the real estate and other assets serving as
collateral for the repayment of many of the loans. In determining the amount of the allowance
for loans losses, management reviews the loan portfolio and the Bank’s historical loss and
delinquency experience, as well as overall economic conditions. 1If management’s assumptions
are incorrect, the allowance for loan losses may be insufficient to cover probable incurred losses
in the loan portfolio, resulting in additions to the allowance. The allowance for loan losses is
also periodically reviewed by the OTS, who may disagree with the allowance and require the
Bank to increase the amount. Additions to the allowance for loans Iosses would be made
through increased provisions for loan losses and would negatively affect the bank’s results of
operations.

We depend on our management team to implement our business strategy and execute
successful operations and we could be harmed by the loss of their services.

We are dependent upon the services of our senior management team. Our strategy and
operations are directed by the senior management team, approximately one-third of whom
have joined us since 2004 and each of whom has over 10 years of financial institution
experience. Currently, only the president and chief executive officer, who has served in such
position since 1983, and the chief administrative officer, have an employment contract. Any loss
of the services of the president and chief executive officer or other members of the management
team could impact our ability to implement our business strategy, and have a material adverse
effect on our results of operations and our ability to compete in our markets.

Future changes in interest rates could impact our net income.

Net income is the amount by which net interest income and non-interest income exceeds
non-interest expenses and the provision for loan losses. Net interest income makes up a
majority of our income and is based on the difference between:

» the interest income we earn on our interest-earning assets, such as loans and
securities; and

o the interest we pay on our interest-bearing liabilities, such as deposits and

borrowings.

A substantial percentage of our interest-earning assets, such as residential mortgage
loans, have longer maturities than our interest-bearing liabilities, which consist primarily of
certificates of deposit and borrowings. As a result, our net interest income is adversely affected
if the average cost of our interest-bearing liabilities increases more rapidly than the average
yield on our interest-earning assets.
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The Federal Reserve Board lowered the federal funds rate three times during 2007, from
5.25% to 4.25%, with all decreases occurring during the last four months of 2007. The federal
funds rate has a direct correlation to general rates of interest, including the Bank’s interest-
bearing deposits. As explained in more detail in Item 7A of this Annual Report on Form 10-K,
“Quantitative and Qualitative Disclosures about Market Risk,” the Bank’s mix of asset and
liabilities are considered to be sensitive to interest rate changes. If interest rates continue to
decrease, net interest income could increase. However, in a declining rate environment, the
Bank may be susceptible to the payoff or refinance of high rate mortgage loans that could
reduce net interest income. On the other hand, if interest rates rise, net interest income could be
reduced because interest paid on interest-bearing liabilities, including deposits and borrowings,
increases more quickly than interest received on interest-earning assets, including loans and
mortgage-backed and related securities. In addition, rising interest rates may negatively affect
income because higher rates may reduce the demand for loans and the value of mortgage-
related and investment securities. For a further discussion of how changes in interest rates
could impact the Bank, see Item 7 in this Annual Report on Form 10-K, “Management’s
Discussion and Analysis of Financial Condition and Results of Operations.”

Our operating expenses are high as a percentage of our net interest income and non-interest
income, making it more difficult te maintain profitability.

Our non-interest expense, which consists primarily of the costs associated with
operating our business, represents a high percentage of the income we generate. The cost of
generating our income is measured by our efficiency ratio, which represents non-interest
expense divided by the sum of our net interest income and our non-interest income. Our
efficiency ratio has been affected by our efforts to expand our branch network and the
corresponding infrastructure, as well as by the inverted yield curve, which affects our ability to
originate loans with interest rates sufficiently in excess of our deposit and borrowing costs. If
we are able to lower our efficiency ratio, our ability to generate income from our operations will
be more effective. For the years ended December 31, 2007 and 2006, our efficiency ratio was
86.8% and 73.1%, respectively. Generally, this means that we spent $0.87 and $0.73 during 2007
and 2006 to generate $1.00 of income. - This reflects a trend where our efficiency ratio has
deteriorated from 63.5% to 86.8% for the six-year period ended December 31, 2007.

Strong competition in our primary market area may reduce our ability to obtain loans and
also decrease our yield on loans.

We are located in a competitive market that affects our ability to obtain loans through
origination or purchase as well as originating them at rates that provide an attractive yield.
Competition for loans comes principally from mortgage bankers, commercial banks, other thrift
institutions, nationally based homebuilders and credit unions. Internet based lenders have also
become a greater competitive factor in recent years. Such competition for the origination and
purchase of loans may limit future growth and earnings prospects.

Strong Competition In Our Primary Market Area May Reduce Our Ability To Attract And
Retain Deposits And Also Increase Our Cost of Funds. :

We operate in a very competitive market for the attraction of deposits, the primary
source of our funding. Historically, our most direct competition for deposits has come from
credit unions, community banks, large commercial banks and thrift institutions within our
primary market areas. In recent years competition has also come from institutions that largely
deliver their services over the internet. Such competitors have the competitive advantage of
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lower infrastructure costs. Particularly during times of extremely low or extremely high
interest rates, we have faced significant competition for investors’ funds from short-term money
market securities and other corporate and government securities. During periods of regularly
increasing interest rates, competition for interest-bearing deposits increases as customers,
particularly time deposit customers, tend to move their accounts between competing businesses
to obtain the highest rates in the market. As a result, Atlantic Coast Bank incurs a higher cost of
funds in an effort to attract and retain customer deposits. We strive to grow our lower cost
deposits, such as non-interest-bearing checking accounts, in order to reduce our cost of funds.

Future economic growth in our Florida market area is likely to be more moderate.

Since 2000, the Jacksonville metropolitan area has been one of the fastest growing
economies in the United States. Consequently, the area has experienced substantial growth in
population, new business formation and public works spending. Due to the moderation of
economic growth and migration into our market area and the downturn in the real estate
market, management believes that growth in our market area will be moderate in the near term.
Growth in the first mortgage loan portfolio has been negatively impacted by a slowing in
residential real estate sales activity in our markets. ‘A decrease in existing and new home sales
decreases lending opportunities and may negatively affect our income. In addition, the
Jacksonville metropolitan area has the 27t highest foreclosure rate of one- to four-family
residences in the United States. Some of our commercial real estate loans secured by properties
in the early stages of development could also be adversely affected by a downturn in Florida’s
real estate market or in general economic conditions. Further declines in the real estate market
could have a significant effect on the Florida economy, thus negatively affecting our customer
funds on deposit, loan demand and our branch expansion efforts.

The Bank operates in a highly regulated environment and may be adversely affected by
changes in laws and regulations.

Atlantic Coast Bank is subject to extensive regulation, supervision and examination by
the Office of Thrift Supervision, its chartering authority, and by the Federal Deposit Insurance
Corporation, which insures Atlantic Coast Bank’s deposits. As a savings and loan holding
company, the Company is subject to regulation and supervision by the Office of Thrift
Supervision. Such regulation and supervision govern the activities in which financial
institutions and their holding companies may engage and are intended primarily for the
protection of the federal deposit insurance fund and depositors. These regulatory authorities
have extensive discretion in connection with their supervisory and enforcement activities,
including the imposition of restrictions on the operations of financial institutions, the
classification of assets by financial institutions and the adequacy of financial institutions’
altowance for loan losses. Any change in such regulation and oversight, whether in the form of
regulatory policy, regulations, or legislation, could have a material impact on Atlantic Coast
Bank and Atlantic Coast Federal Corporation.

The Bank’s operations are also subject to extensive regulation by other federal, state and
local governmental authorities, and are subject to various laws and judicial and administrative
decisions that impose requirements and restrictions on operations. These laws, rules and
regulations are frequently changed by legislative and regulatory authorities. There can be no
assurance that changes to existing laws, rules and regulations, or any other new laws, rules or
regulations, will not be adopted in the future, which could make compliance more difficult or
expensive or otherwise adversely affect the business, financial condition or prospects.
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Risks Relating to an Investinent in Common Stock
Stock price may be volatile due to limited trading volume,

Atlantic Coast Federal Corporation’s common stock is traded on the NASDAQ Global
Market. However, the average daily trading volume in the Stock Company’s common stock is
relatively small, less than approximately 7,200 shares per day in 2007, and sometimes
significantly less than that. As a result, trades involving a relatively small number of shares may
have a significant effect on the market price of the common stock, and it may be difficult for
investors to acquire or dispose of large blocks of stock without significantly affecting the market
price.

Public stockholders own a minority of Atlantic Coast Federal Corporation’s common stock
and will not be able to exercise voting control over most matters put to a vote of
stockholders.

Atlantic Coast Federal Corporation’s holding company, Atlantic Coast Federal, MHC
owned approximately 63.8% of the common stock at December 31, 2007. Directors and
executive officers own or control approximately 7.4% of the common stock. The same directors
and executive officers that manage Atlantic Coast Federal Corporation, also manage Atlantic
Coast Federal, MHC. Public stockholders - who are not associated with the MHC or Atlantic
Coast Federal Corporation owned approximately 28.8% of the common stock at December 31,
2007. The Board of Directors of Atlantic Coast Federal, MHC will be able to exercise voting
control over most matters put to a vote of stockholders because the MHC owns a majority of
Atlantic Coast Federal Corporation’s commeon stock. For example, Atlantic Coast Federal, MHC
may exercise its voting control to prevent a sale or merger transaction in which stockholders
could receive a premium for their shares or to approve employee benefit plans.

Stock issued pursuant to the exercise of stock options awarded to directors and management
will dilute public stockholder ownership.

Directors and management currently hold options to purchase approximately 560,000
shares of common stock, or 4.1% of total common stock outstanding. There are an additional
140,000 shares available for future awards of options under the current stock option plan, or
1.0% of the common stock outstanding. Stock options are paid for by the recipient in an amount
equal to the fair market value of the stock on the date of grant. The payments are not made until
the option is actually exercised by the recipient. The issuance of common stock pursuant to the
exercise of total stock options under the stock option plan will result in the dilution of existing
stockholders voting interests by 5.1% unless shares are repurchased to cover such exercise.

Ability to pay dividends is limited.

Atlantic Coast Federal Corporation’s ability to pay dividends is limited by regulatory
requirements and the need to maintain sufficient consolidated capital to meet the capital needs
of the business, including capital needs related to future growth. The primary source of income
is the payment of dividends from Atlantic Coast Bank to the Stock Company. Atlantic Coast
Bank, in turn, is subject to regulatory requirements potentially limiting its ability to pay such
dividends and by the need to maintain sufficient capital for its operations and obligations.
Thus, there can be no assurance that the Company will continue to pay dividends to common
stockholders, no assurance as to the amount or timing of any such dividends, and no assurance
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that such dividends, if and when paid, will be maintained, at the same level or at all, in future

periods.
Item 1B. Unresolved Staff Comments
None.

Item 2. Properties

At December 31, 2007, Atlantic Coast Bank had thirteen full-service offices and one drive-
up facility and a leased office space for the Florida regional center. Atlantic Coast Bank owns all
locations except the regional office in Jacksonville, FL. The net book value of the investment in
premises, equipment and fixtures, excluding computer equipment, was approximately $16.6

million at December 31, 2007.

The following table provides a list of the Bank’s main and branch offices.

Location

HOME AND EXECUTIVE OFFICE
AND MAIN BRANCH

505 Haines Avenue

Waycross, GA 31501

FLORIDA REGIONAL CENTER
10151 Deerwood Park Blvd.
Building 100, Suite 501
Jacksonville, FL 32256

BRANCH OFFICES:
Drive-up Facility
400 Haines Avenue
Waycross, GA 31501

2110 Memorial Drive
Waycross, GA 31501

1390 South Gaskin Avenue
Douglas, GA 31533

213 Hwy 80 West
Garden City, GA 31408

10328 Deerwood Park Blvd.
Jacksonville, FL 32256

8048 Normandy Blvd.
Jacksonville, FL. 32221

1970 Solomon Street
Orange Park, FL. 32073

463 West Duval Street
Lake City, FL. 32055

930 University Avenue, North
Jacksonvilie, FL 32211

1700 South Third Street
Jacksonville Beach, FL 32200

1425 Atlantic Blvd.
Neptune Beach, FL. 32233

2766 Race Track Road
Jacksonville, FL 32259

715 Centre Street
Fernandina Beach, FL 32034

4]

Owned or

Leased

COwned

Leased

Cwned

Owned
Owned
Owned
Owned
Owned
Owned
Owned
Owned
Owned
Owned
Owned

Owned

Lease Expiration

Date

June 2009

Net Book Value
December 31, 2007
(Dollars in Thousands)
$1,625

114

67

594
' 451
283
1.065
1,091
185
153
1,073
1,481
4,056
2,409

1,067
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Management believes the Company’s facilities are suitable for their purpose and
adequate to support its business. Atlantic Coast Bank continuously reviews its branch locations
in order to improve the visibility and accessibility of the Bank’s locations. In October 2006 the
new Julington Creek branch opened in the northwest corner of St. Johns County, Florida. In
January 2007 Atlantic Coast Bank relocated the Atlantic Blvd branch from a leased location to a
new stand alone branch building at 1425 Atlantic Blvd. In January 2008 Atlantic Coast Bank
relocated the Orange Park, Florida branch from an owned location to a larger, leased location.
Atlantic Coast Bank currently has a second site in St. Johns County, Florida and continues to
actively evaluate other sites for future expansion with a focus in the Florida market.

Atlantic Coast Bank uses an in-house data processing system, with support provided by
Open Solutions, a third-party vendor to maintain the Company’s database of depositor and
borrower customer information. This year Atlantic Coast Bank extended the data processing
contact with Open Solutions for an additional five year term taking the contract to March 2012,
The net book value of data processing and computer equipment at December 31, 2007, was
approximately $403,000.

Item 3. Legal Proceedings

From time to time, The Company is involved as plaintiff or defendant in various legal -
actions arising in the normal course of business. Management does not anticipate incurring any
material liability as a result of this litigation. See Item 7 “Management’s Discussion and
Analysis of Financial Condition and Results of Operations.”

Item 4. Submission of Matters to a Vote of Security Holders.

At the special meeting of stockholders of Atlantic Coast Federal Corporation held on
November 27, 2008, the following matters were submitted to stockholders with the results
noted.

Proposal No. 1

The approval of a plan of conversion and reorganization (the “Plan”) pursuant to
which the Atlantic Coast Federal, MHC (the “Mutual Holding Company”) will
be merged into Atlantic Coast Bank (the “Bank”), and Atlantic Coast Federal
Corporation (the “Company”) will be succeeded by Atlantic Coast Financial
Corporation, a new Maryland corporation that has been established for the
purpose of completing the conversion. Pursuant to the Plan, shares of common
stock representing Atlantic Coast Federal Corporation’s current 63.8% ownership
interest in the Company will be offered for sale in a stock offering. Common
stock of the Company currently held by public stockholders will be converted
into the right to receive shares of Atlantic Coast Financial Corporation stock
pursuant to an exchange ratio specified in the Plan. As a result of the conversion,
stockholders of Atlantic Coast Federal Corporation (depositors of the Bank) will
no longer have voting rights unless they become stockholders of Atlantic Coast
Financial Corporation.
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Against, Abstain or Not Voted

For
Number of Votes 12,031,475
Number of Votes Cast .
by Person Other than the |
Mutual Holding Company 3,302,975
Percentage of 13,675,825
outstanding shares 88.0%
Percentage of 4,947,325
shares owned by stockholders
other than the '
Mutual Holding Company 66.8%

Proposal No. 2

1,365,843

1,365,843

10.0%

27.6%

The approval of an adjournment of the special meeting, if necessary, to solicit additional
proxies in the event that there are not sufficient votes at the time of the special meeting

to approve the plan of conversion.

Against, Abstain or Not Voted

For
Number of Votes 11,966,261
Number of Votes Cast by
Persons Other than the
Mutual Holding Company 3,237,761
Percentage of 13,675,825
outstanding shares . 87.5%
Percentage of 4,947,325 ’
shares owned by stockholders
other than the '
Mutual Holding Company . 65.4%

Proposal No. 3(a)

1,431,057

1,431,057

10.5%

28.9%

The approval of an increase in the authorized shares of capital stock. The authorized
capital stock of Atlantic' Coast Financial Corporation consists of 100,000,000 shares of
common stock, par value $0.01 per share, and 25,000,000 shares cf preferred stock, par
value $0.01 per share. The current authorized capital stock of Atlantic Coast Federal
Corporation consists of 18,000,000 shares of common stock, par value $0.01 per share,
and 2,000,000 shares of preferred stock, par value $0.01 per share.
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For Against, Abstain or Not Voted

Number of Votes 11,619,315 1,778,003
Number of Votes Cast by

Persons Other than the

Mutual Holding Company 2,890,815 1,778,003
Percentage of 13,675,825

outstanding shares 85.0% 13.0%
Percentage of 4,947,325 ~

shares owned by stockholders

other than the

Mutual Holding Company 58.4% 35.9%

Proposal No. 3{b)

The approval of a provision in Atlantic Coast Financial Corporation’s articles of
incorporation to limit the ability of stockholders to remove directors. The articles of
incorporation of Atlantic Coast Financial Corporation provide that any director may be
removed by stockholders only for cause upon the affirmative vote of the holders of at
least 80% of the shares entitled to vote in the election of directors.

For Against, Abstain or Not Voted
Number of Votes 11,115,740 2,281,578
~ Number of Votes Cast by
Persons Other than the
Mutual Holding Company 2,387,240 ‘ 2,281,578
Percentage of 13,675,825
outstanding shares 81.3% 16.7%
Percentage of 4,947,325
shares owned by stockholders
other than the
Mutual Holding Company 48.3% 46.1%

Proposal No. 3(c}

The approval of a provision in Atlantic Coast Financial Corporation’s articles of
incorporation to limit business combinations with interested stockholders. The articles
of incorporation of Atlantic Coast financial Corporation require the approval of the
holders of at least 80% of Atlantic Coast Financial Corporation’s outstanding shares of
voting stock entitled to vote to approve certain “business combinations” with an
“interested stockholder.” This supermajority voting requirement will not apply in cases
where the proposed transaction has been approved by a majority of disinterested
directors or where various fair price and procedural condition have been met.
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For Against, Abstain or Not Voted

Number of Votes 11,254,273 2,143,045

Number of Votes Cast by
Persons Other than the
Mutual Holding Company 2,525,773 2,143,045

Percentage of 13,675,825 .
outstanding shares 82.3% 15.7%

Percentage of 4,947,325

shares owned by stockholders
other than the

Mutual Holding Company 51.1% 43.3%

Proposal No. 3(d)

The approval of a provision in Atlantic Coast Financial Corporation’s articles of
incorporation requiring a super-majority vote to approve certain amendments to
Atlantic Coast Financial Corporation’s articles of incorporation.

For Against, Abstain or Not Voted
Number of Votes 11,217,009 2,180,309
Number of Votes Cast by
Persons QOther than the
Mutual Holding Company 2,488,509 2,180,309
Percentage of 13,675,825
outstanding shares 82.0% 15.9%
Percentage of 4,947,325
shares owned by stockholders
other than the
Mutual Holding Company 50.3% 44.1%

Proposal No. 3(e)

The approval of a provision in Atlantic Coast Financial Corporation’s bylaws requiring a
super-majority vote of stockholders to approve stockholder proposed amendments to
Atlantic Coast Financial Corporation’s bylaws.
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Apgainst, Abstain or Not Voted

For
Number of Votes 11,209,428
Number of Votes Cast by
Persons Other than the
Mutual Holding Company 2,480,928
Percentage of 13,675,825
outstanding shares ' 82.0%
Percentage of 4,947,325
shares owned by stockholders
other than the

Mutual Holding Company 50.1%

Proposal No. 3(f)

2,187,890

2,187,890

16.0%

44.2%

The approval of a provision in Atlantic Coast Financial Corporation’s articles of
incorporation to limit the voting rights of shares beneficially owned in excess of 10% of
Atlantic Coast Financial Corporation’s outstanding voting stock.

Apgainst, Abstain or Not Voted

For
Number of Votes 11,222,135
Number of Votes Cast by
Persons Other than the
Mutual Holding Company 2,493,635
Percentage of 13,675,825
outstanding shares 82.1%
Percentage of 4,947,325
shares owned by stockholders
other than the
Mutual Holding Company 50.4%

2,175,183

2,175,183

15.9%

44 0%

* On December 12, 2007, the Company announced the termination of its Second Step Conversion
under the Plan of Conversion and Reorganization due to market conditions.
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PART I

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer
Purchases of Equity Securities

Atlantic Coast Federal Corporation’s common stock is traded on the NASDAQ Global
Market under the symbol “ACFC.” As of March 21, 2008, there were 14,813,469 shares of
common stock issued, with approximately 2,000 stockholders of record, including
approximately 1,500 beneficial owners and other persons or entities holding stock in nominee or
“street name” accounts with brokers.

The Company began paying quarterly dividends in May 20C5 using earnings from
investments and uninvested proceeds received from the minority share stock offering
completed on October 4, 2004. Future dividend payments by Atlantic Coast Federal
Corporation will be primarily dependent on dividends it receives from. its subsidiary, Atlantic
Coast Bank. Under OTS regulations, the dollar amount of dividends that Atlantic Coast Bank
may pay is dependent upon its capital position and recent earnings. Generally, if Atlantic Coast
Bank satisfies its capital requirements it may make dividend payments up to the limits
prescribed in the OTS regulations. See Business -“How We Are Regulated-Limitations on
Dividends and Other Capital Distributions.” Atlantic Coast Bank may not declare or pay a
dividend on, or repurchase any, of its common stock if the effect thereof would cause the
regulatory capital of the institution to be reduced below the amount prescribed by the OTS for
adequately capitalized institutions.

The following table sets forth the quarterly market price range of, and dividends
declared on, the Atlantic Coast Federal Corporation’s common stock for the two years ended
December 31, 2007 and 2006:

High Low Dividends

Fiscal 2007

January 1-March 31 $19.10 $17.18 $0.13
April 1- June 30 20.06 15.55 0.14
july 1- September 30 15.80 12.42 0.15
October 1- December 31 15.38 10.61 0.15
Fiscal 2006

January 1-March 31 $14.80 $14.05 $0.09
April 1- June 30 15.99 14.29 0.10
July 1- September 30 18.33 14.90 0.11
October 1- December 31 18.40 17.31 0.12

Set forth hereunder is a stock performance graph comparing: (a) the cumulative total
return on the common stock of Atlantic Coast Federal Corporation between Qctober 5, 2004, the
day the common stock commenced trading, and December 31, 2007, (b) the cumulative total
return on stocks included in the Total Return Index for the NASDAQ Composite over such
period, and (c) the cumulative total return on stocks included in the SNL MHC Thrift Index
over such period. Cumulative return assumes the reinvestment of dividends, and is expressed
in dollars based on an assumed investment of $100..

47




There can be no assurance that Atlantic Coast Federal Corporation’s stock performance
will continue in the future with the same or similar trend depicted in the graph. Atlantic Coast
Federal Corporation will not make or endorse any predictions as to future stock performance.

Total Return Performance

180
—a&— Allantic Coast Federal Corporation (MHC)
—a— NASDAQ Composite
160 |
0 —a— SNL Thrift MHC Index

140 |-

Index Value

120

100

80 : : ;
10/05/04 12/31104 06/30/05 12/31/05 12/31/06 12/31/07
Period Ending
Index 10/05/04 123104  06/30/05 123105 133106 1273107
Atlantic Coast Federal Corparation 100.00 11719 10574 121.39 161.27 108.67
NASDAQ Composite 100.00 11125 105.19 112.78 123.51 135.63

SNL MHC Thrift Index 100.00 107.35 107.38 110.29 151.04 130.82
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The table below sets forth information regarding Atlantic Coast Federal Corporation’s
common stock repurchase plan during the years ended December 31, 2007 and 2006.

Maximum
Total Number of Number of Shares
Total Shares Purchased that May Yet Be
Number of Average as Part of Publicly Purchased Under
Shares Price Paid = Announced Plans the Plans or
Quarter ended Purchased ' per Share . _aor Prograrns Programs
March 31, 2007 105438 18.59 105,838 182,646
June 30, 2007 - - - 132,646
September 30, 2007 - - - 182,646
December 31, 2007 - - - 182,646
Total 105,838 18.59 105,838 182,646
March 31, 2006 - - - 200,032
June 30, 2006 - - - 200,032
September 30, 2006 335,782 17.50 335,782 342,250
December 31, 2006 53,766 18.18 53,766 288,484
Total 389,548 17.59 389,548 288,484

Set forth below is information, as of December 31, 2007, regarding equity compensation
plans categorized by those plans that have been approved by stockholders and those plans that
have not been approved by stockholders.

Number of
Securities to be
Issued Upon Weighted Average Number of Securities
Exercise of Exercise Price® Remaining Available
Outstanding of Outstanding For Future Issuance
Options, Warrants  Options, Warrants and Under Equity
Plan and Rights® Rights Compensation Plans®
Equity compensation plans approved by
stockholders 573,095 $13.96 139,732
Equity compensation plans not approved by
stockholders - - -
Total — 573,095 —513.96 — 139732

(1) Consists of options to purchase 573,095 shares of common stock under the Atlantic Coast Federal
Corporation 2005 Stock Option Plan.

{2) The weighted average exercise price reflects the weighted average exercise price of stock options awarded
from the Atlantic Coast Federal Corporation 2005 $tock Option Plan,

(3) Consists of stock options for 147,314 shares of common stock available to be granted from the Atlantic Coast
Federal Corporation 2005 Stock Option Plan.
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Item 6. Selected Financial Data

The following is a summary of selected consolidated financial data of Atlantic Coast
Federa! Corporation at and for the dates indicated. The summary should be read in conjunction
with the consolidated financial statements and accompanying notes to the consolidated
financial statements contained in Item 8 herein.

, At December 31,
Selected Consolidated Balance 2007 2006 2005 2004 2003
Sheet Data: (Dollars in Thousands)
Total assets $ 931,026 $ 843,079 $ 744,116 $ 637,678 $498,417
Cash and cash equivalents 29,310 41,057 37,959 25,708 8,996
Securities available-for-sale 134,216 99,231 71,965 53,363 26,039
Loans receivable, net 703,513 639,517 580,441 517,711 435,622
FHLB stock 9,293 7,948 7,074 5,511 3,082
Deposits 582,730 573,052 516,321 435,682 392,256
Total borrowings 173,000 144,000 129,000 100,314 60,971
Total stockholders’ equity £9,806 91,087 92,917 98,700 43,218
Years Ended December 31,

Selected Consolidated Statement of 2007 2006 2005 2004 2003
Income Data: . : (Dollars in Thousands)
Total interest income % 55,509 $ 46,407 $ 37,254 $ 31,772 $ 31,212
Total interest expense 33,123 24,747 17,139 11,643 11,781

Net interest income 22,386 21,660 20,115 20,129 19,431
Provision for loan [osses 2,616 475 2121 2,975 4,238
Net interest income after

provision for loan losses 19,770 21,185 17,994 17,154 15,193
Non-interest incotme 6,926 8,005 7,937 5207 7.533
Non-interest expense 25451 21,679 19,616 17,256 15911
Income before income taxes 1,245 7,511 6,315 5,105 6,815
Income tax expense 130 2,382 1,290 1815 2,398
Net i

et tncome 11 2 417

Earnings per share:

Basic : $ 0.08 $ 038 $ 036 $ 033 $ 051
Earnings per share:
Diluted $ 0.08 $ 038 $ 036 $ 033 $ 051
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Ttem 6. Selected Financial Data, continued

Selected Consolidated Financial Ratios At or For the Year Ended December 31,
and Other Data:

2007 2006 2005 2004 2003

Performance Ratios:
Return on assets (ratio of net income

to average total assets) 0.12% 0.66% 0.71% 0.56% 0.91%
Return on equity (ratic of net income

to average equity) 1.22% 5.48% 5.07% 6.05% 10.77%
Dividend Payout ratio 712.5% 110.53% 7222% -% -%
Interest rate spread information:
Average during period 2.23% 2.55% 2.62% 3.29% J98%
Net interest margin® 267% 2.99% 3.06% 364% 4.25%
Ratio of operating expense to

average total assets . 2.85% 2.78% 2.78% 2.95% 3.28%
Efficiency ratio® 86.83% 73.08% 69.93% 68.11% 59.01%

Ratio of average interest-earning
assets to average interest-bearing
liabilities 110.96% 113.01% 116.92% 116.63% 110.55%

Asset Quality Ratios:
Non-performing assets to total assets

at end of period 1.03% 0.40% 0.39% 1.09% 1.73%
Allowance for loan losses to non

performing loans 82.69% 154.21% 175.36% 59.42% 87.13%
Allowance for loan losses to total

Loans 0.92% 0.73% 0.78% 0.75% 1.47%
Net charge-offs to average

outstanding loans 013% 0.06% 0.27% 116% 0.57%
Non-performing loans to total

Loans 1.11% 0.48% 0.45% 1.28% 1.72%
Capital Ratios:
Equity to total assets at end of period 2.65% 10.80% 12.49% 15.48% B.67%
Average equity to average assets 10.02% 12.00% 14.07% 9.29% 8.46%
Other Data:
Number of full-service offices 13 13 12 12 12
Number of loans 14,101 14,679 15,151 15,840 15,378
Number of deposit accountst 48,334 49,896 51,738 513,962 65,954

(1) The 2005 income tax expense includes a benefit of $895,000 for the elimination of a tax-related contingent liability for the
same amount. The tax-related contingent liability had been established by the Company in 2000 upon becoming a taxable
entity and reflected the tax effect of the bad deduction taken by the Company in 2000 and 2001 calendar tax years. The
Company believed the filing position was supportable based upon a reasonable interpretation of the federal income tax
laws and the underlying regulations. However, due to the lack of prior rulings on similar fact patterns, it was unknown
whether the accounting method would be sustained upon audit by either the federal or state tax authorities. The
applicable statute of limitations expired with respect to the 2001 tax year on September 15, 2005, making the contingent
liability unnecessary.

(2) Netinterest income divided by average interest earning assets.
(3) Efficiency ratio represents non-interest expense as a percentage of net interest income plus non-interest income.

(4) Changes to the Company’s deposit system in 2004, enabled it to purge old account information that had existed since a
system conversion in 2002. Approximately 7,000 accounts were affected.
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Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations
General

Historically, the Bank's principal business has consisted of attracting deposits from the
general public and the business community and making loans secured by various types of collateral,
including real estate and other consumer assets. The Bank is significantly affected by prevailing
economic conditions, particularly interest rates, as well as government policies and regulations
concerning among other things, monetary and fiscal affairs, housing and financial institutions.
Attracting and maintaining deposits is influenced by a number of factors, including interest rates
paid on competing investments offered by other financial and non-financial institutions, account
maturities, fee structures, and level of personal income and savings. Lending activities are affected
by the demand for funds and thus are influenced by interest rates, the number and quality of lenders
and regional economic growth. Sources of funds for lending activities of the Bank include deposits,
borrowings, payments on loans, maturities of securities and income provided from operations, as
well as proceeds obtained in the minority stock offering. Earnings are primarily dependent upon net
interest income, which is the difference between interest income and interest expense.

Interest income is a function of the balances of loans and investments outstanding during a
given period and the yield earned on such loans and investments. Interest expense is a function of
the amount of deposits and borrowings outstanding during the same period and interest rates paid
on such deposits and borrowings. Earnings are also affected by the Bank’s provisions for loan losses,
service charges, gains from sales of loans, commission income, interchange fees, other income, non-
interest expenses and income taxes. Non-interest expenses consist of compensation and benefit
expenses, occupancy and equipment costs, data processing costs, outside professional services,
interchange fees, advertising expenses, telephone expense, and other expenses.

Critical Accounting Policies

Certain accounting policies are important to the portrayal of the Company’s financial
condition, since they require management to make difficult, complex or subjective judgments, some
of which may relate to matters that are inherently uncertain. Estimates associated with these policies
are susceptible to material changes as a result of changes in facts and circumstances, including, but
without limitation, changes in interest rates, performance of the economy, financial condition of
borrowers and laws and regulations. Management believes that its critical accounting policies
include determining the allowance for loan losses, accounting for deferred income taxes, and the
valuation of goodwill. Accounting policies are discussed in detail in Note 1 of the Notes to
Consolidated Financial Statements included in Item 8.

Allowance for Loan Losses

An allowance for loan losses is maintained to reflect probable incurred losses in the loan
portfolio. The allowance is based on ongoing assessments of the estimated losses incurred in the
loan portfolio. Management’'s methodology for assessing the appropriateness of the allowance
consists of several key elements, which include a SFAS No. 5, Accounting for Contingencies (“SFAS
5”) component by type of loan and specific allowances for identified problem loans. The allowance
incorporates the results of measuring impaired loans as provided in SFAS 114 and SFAS No. 118,
Accounting by Creditors for Impairment of a Loan - Income Recognition and Disclosures. These
accounting standards prescribe the measurement methods, income recognition and disclosures
related to impaired loans.
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The SFAS 5 component is calculated by applying loss factors to outstanding loans based on
the internal risk evaluation of the loans or pools of loans. Changes in risk evaluations of both
performing and non-performing loans affect the amount of the SFAS 5 component. Loss factors are
based on the Bank’s historical loss experience, current market conditions that may impact real estate
values within the Bank's primary lending areas, and on other significant factors that, in
management’s judgment, may affect the ability to collect loans in the portfclio as of the evaluation
date. Other significant factors that exist as of the balance sheet date that may be considered in
determining the adequacy of the allowance include credit quality trends (including trends in non-
performing loans expected to result from existing conditions), collateral values, geographic
foreclosure rates, new and existing home inventories, loan volumes and concentrations, specific
industry conditions within portfolio segments and recent loss experience in particular segments of
the portfolio. These factors weighed more prominently in the allowance calculation for 2007 and
management believes this trend will continue.

The appropriateness of the allowance is reviewed and established by management based
upon its evaluation of then-existing economic and business conditions affecting the Bank’s key
lending areas. Senior credit officers monitor the conditions discussed above continuously and
reviews are conducted quarterly with the Bank's senior management and Board of Directors.

Management also evaluates the allowance for loan losses based on a review of individual
loans. This evaluation is inherently subjective as it requires material estimates including the
amounts and timing of future cash flows management expects to receive on impaired loans that
may be susceptible to significant change. For all specifically reviewed loans where it is probable
that the Bank will be unable to collect all amounts due according to the terms of the loan agreement,
impairment is determined by computing a fair value based on either discounted cash flows using
the loan’s initial interest rate or the fair value of the collateral if the loan is collateral dependent.
Large groups of smaller balance homogenous loans are collectively evaluated for impairment and
are excluded from specific impairment evaluation. For these loans, the allowance for loan losses is
calculated in accordance with the allowance for loan losses policy described above.

The allowance for loan losses was $6.5 million at December 31, 2007, and $4.7 million at
December 31, 2006. The allowance for loan losses as a percentage of total loans was 0.92% at
December 31, 2007, and 0.73% as of December 31, 2006. The provision for loan losses for each
quarter of 2007 and 2006, and the total for the respective years is as follows:

2007 2006
(In Millions)
First quarter......c...occocoeecenccionne $ 03 3 0.1
Second quArter .......cceceeerrerccnrenene 0.5 0.2
Third quarter..........cccoecenivienens 0.4 (0.1)
Fourth quarter..........cocnviiin 1.4 0.3
Total...oiinieerierc e $ 26 % 0.5

This data demonstrates the manner in which the allowance for loan losses and related
provision expense can change over long-term and short-term periods. Changes in economic
conditions, the nature and size of the loan portfolio and individual borrower conditions can
dramatically impact the required level of allowance for loan losses, particularly for larger
individually evaluated loan relationships, in relatively short periods of time. The allowance for
loan losses allocated to individually evaluated loan relationships was $1.4 million at December
31, 2007 and $500,000 at December 31, 2006, an increase of $900,000, primarily due to a decline
in both real estate values and credit quality. The increase in the fourth quarter of 2007 primarily
reflected the addition of certain northeast Florida commercial real estate loans. Given the
rapidly changing and uncertain real estate market coupled with changes in borrowers’ financial
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condition, weakening of collateral values, and the overall economic conditions, management
anticipates that there will continue to be significant changes in individual specific loss
allocations in future periods as these factors are difficult to predict and can vary widely as more
information becomes available or as projected events change.

Valuation of Goodwill

The Bank assesses the carrying value of goodwill at least annually in order to determine
if it is impaired. In reviewing the carrying value of goodwill, management assesses the
recoverability by evaluating the fair value of the Company’s community banking segment,
which is the Bank’s only business segment. Any impairment would be required to be recorded
during the period identified. The Bank’s goodwill totaled $2.7 million as of December 31, 2007;
therefore, if goodwill was determined to be impaired, the financial results could be materially
impacted.

Deferred Income Taxes

After converting to a federally chartered savings association, Atlantic Coast Bank
became a taxable organization. Income tax expense is the total of the current year income tax
due or refundable and the change in deferred tax assets and liabilities. Deferred tax assets and
liabilities are the expected future tax amounts for the temporary difference between carrying
amounts and tax basis of assets and liabilities, computed using enacted tax rates. A valuation
allowance, if needed, reduces deferred tax assets to the amount expected to be realized. The
Internal Revenue Code and applicable regulations are subject to interpretation with respect to
the determination of the tax basis of assets and liabilities for credit unions that convert charters
and become a taxable organization. Since Atlantic Coast Bank’s transition to a federally
chartered thrift, Atlantic Coast Federal Corporation has recorded income tax expense based
upon management’s interpretation of the applicable tax regulations. Positions taken by the
Company in preparing federal and state tax returns are subject to the review of taxing
authorities, and the review by taxing authorities of the positions taken by management could
result in a material adjustment to the financial statements.

Business Strategy

Increase our Commercial Real Estate, Commercial and Residential Construction,
Commercial Business Loans and Home Equity Lending. For the past five years our lending
efforts were focused on the origination of one- to four-family residential real estate loans. More
recently, we have begun to shift our focus to increasing our originations of home equity loans
and construction loans for one- to four- family residences since these loans carry higher interest
rates and adjust quicker when market rates increase. To a lesser extent, we have also originated
other secured commercial loans (including permanent and construction commercial real estate
and small business loans) and other types of consumer loans, such as automobile loans.
Generally we originate all loans for portfolio retention. In the future, we intend to gradually
reduce the relative percentage of outstanding one- to four-family residential loans while
growing the outstanding balances of commercial real estate loans, both permanent and
construction, and commercial business loans as opportunities arise while taking into
consideration our funding needs and interest rate risk management.

This change in lending focus reflects changes in the real estate market in northeastern
Florida along with the effect of the current and expected yield curve on lean pricing and the
cost of deposits in our markets. In addition, our business strategy emphasizes the collection of
retail deposits along with Federal Home Loan Bank advances as our principal sources of funds.
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In the future, we expect our strategy of increasing commercial real estate and other commercial
loans will also lead to increased commercial deposit relationships which generally have a lower
cost of funds than retail deposits.

Improve our Profitability. Our primary objective is to remain an independent,
community-oriented financial institution, serving customers in our primary market areas. The
Board of Directors has sought to accomplish this objective through the adoption of a strategy
designed to increase our profitability, grow our capital position and maintain high asset quality.
This strategy, which includes our lending strategy described above, primarily involves: 1.)
maintaining a portfolio of securities with investments, including mortgage-backed securities,
that enable us to balance investment risk, rate of return and liquidity needs; 2.) managing
operating expenses while providing high-quality customer service; 3.) purchasing one- to four-
family residential mortgage loans for the purpose of supplementing our internal loan
production and managing our interest rate risk; and 4.) capitalizing on the profitability and
growth opportunities in our retail banking network by expanding individual customer
relationships and focusing on targeted market segments.

Branch Expansion. As part of our on-going growth strategy, we will continue to explore
branch network opportunities, either by building or leasing new branch facilities, or through
acquisition from other financial institutions. Our recently completed and known future branch
initiatives include:

* opening a new branch in 2006 in St. Johns County, Florida;

» completing construction of a new location to replace an existing facility in Neptune
Beach, Florida, which opened in January 2007;

» relocating our Orange Park, Florida branch office to a newly leased space about one mile
from the current location, which opened January 2008; and

» evaluating options for a new Florida headquarters that contains a branch office. We
cannot estimate the total costs of this project at this time because site selection and the
size of the building have not yet been determined.

Our results of operations may be significantly impacted by our ability to effectively
implement our plans for expansion through acquisition or by the opening of new branches.
Should we be unable to effectively integrate and manage acquired or merged businesses or
attract significant new business through our branching efforts, our financial performance could
be negatively impacted.
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Comparison of Financial Condition at December 31, 2007 and December 31, 2006

General. Balance sheet growth for the year ended December 31, 2007 as compared to
December 31, 2006 reflects a double-digit increase for the third consecutive year. Loan growth
outpaced deposit growth, therefore the Bank had to leverage this growth through borrowings.
Additionally, as part of our ongoing asset and liability management strategy, we continued to
leverage our growth in securities available for sale to take advantage of favorable interest rate
spreads and to reduce our overall exposure to interest rate risk.

Following is a summarized comparative balance sheet as of December 31, 2007 and

December 31, 2006:
Increase(decrease)
2007 2006 Dollars Percentage
Assets {Dollars in thousands)
Cash and cash equivalents $ 29310 $ 41,057 $  (11,747) -28.6%
Other interest earning investments ) - 1,200 (1,200} -100.0%
Securities available for sale 134,216 99,231 34,985 353%
Loans 709,995 644,222 65,773 10.2%
Allowance for loan losses (6,482) {4,705) (1.777) 37.8%
Loans, net 703,513 639,517 63,996 10.0%
Loans held for sale 640 4,365 (3.725) -85.3%
QOther assets 63,347 57,709 ) 5,638 9.8%
Total assets $ 931,026 § 843,079 $ 87947 10.4%
Liabilities and stockholders’ equity

Deposits
Non-interest bearing % 35284 $ 38,301 5 (3017 -7.9%
Interest bearing transaction accounts 45,893 52,895 (7,002) -13.2%
Savings and money-market 184,899 158,229 26,670 16.9%
Time 316,654 323,627 (6,973) -2.2%
Total deposits 582,730 573,052 T 9,678 1.7%
Federal Home Loan Bank advances 173,000 144,000 29,000 201%
Securities sold under agreement to repurchase 78,500 29,000 49,500 170.7%
Accrued expenses and other liabilities 6,990 5,940 1,050 17.7%
Total liabilities 841,220 751,992 89,228 11.9%
. Stockholders' equity . . 89,806 91,087 {1,281) -1.4%
Total liabilities and stockholders' equity .$ 931,026 $ 843,079 $ 87,947 104%

Cash and cash eguivalents. Cash and cash equivalents is comprised principally of
balances held in other depository institutions. It is expected that the balances maintained in
cash and cash equivalents will fluctuate as other interest earning assets mature, management
identifies opportunities for longer-term investments that fit the Company’s growth strategy, or
daily operating liquidity increases or decreases.

Securities available for sale. Securities available for sale is comprised primarily of debt
securities of U.S. Government-sponsored organizations that issue mortgages, or mortgage-
backed securities. In the near-term management expects the composition of the investment in
securities available for sale to continue to be heavily weighted in mortgage-backed securities or
the debt of U.S. Government-sponsored organizations that issue mortgages. During the year
ended December 31, 2007, the Bank purchased approximately $67.9 million of investment
securities, nearly all of which were mortgage-backed securities or the debt of government-
sponsored organizations.
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Real estate mortgages held for sale. Real estate mortgages held for sale are comprised
entirely of loans secured by one- to four-family residential homes. The balance outstanding at
December 31, 2007 is composed of individual residential mortgage loans assigned to the Bank in
connection with a loan agreement with a mortgage broker entered into during 2006. Under the
terms of the loan agreement, the Bank provides funds to the mortgage broker for individual
mortgage loan closings. In exchange the Bank accepts an assignment of the individual mortgage
loan pending its sale to various third-party investors arranged by the mortgage broker. Upon
acceptance for purchase by the third-party investors, the loan agreement requires the Bank to
reassign the loan back to the mortgage broker at par, for completion of the third-party sale. The
Bank receives interest income upon the sale of these loans for the period of the assignment. As
of December 31, 2007, the weighted average number of days outstanding of real estate
mortgages held for sale was 5 days.

Loans. Following is a compérative composition of net loans as of December 31, 2007
and December 31, 2006:

As of December 31, Increase (decrease)
% of total % of total
2007 loans 2006 loans Dollars Percentage

Real estate loans: {Dollars In Thousands)
One-to-four family $ 377,956 53.5% % 334,000 521% & 43,956 13.2%
Commercial 74,748 10.6% 60,912 9.5% 13,836 22.7%
Other ( Land & Multifamily} 40,698 5.8% 34,446 S4% 6,252 18.2%

Total real estate loans 493,402 69.9% 429,358 67.0% 64,044 14.9%
Real estate construction loans:
Construction-one-to-four family 13,448 1.9% 32,467 51% (19,019) -58.6%
Construction-commercial 11,129 1.6% 2,862 04% 8,267 288.9%
Acquisition & development 5,329 0.7% 2,103 03% 3,226 153.4%

Total real estate construction loans 29,906 4.2% 37,432 58% (7.526) -20.1%
Other loans:
Home equity 98,410 13.9% 91,062 14.2% 7,348 8.1%
Consumer 64,673 9.2% 63,630 9.9% 1,043 1.6%
Commercial 20,009 28% 19,044 3.0% _ 965 51%

Total other loans 183,092 25.9% 173,736 271% 9,356 5.4%

Total loans 706,400 100% 640,526 100% 65874 10.3%
Allowance for loan losses (6,482) (4,705} (1.777) 37.8%
Net deferred loan costs 3,256 3,348 (92) 27%
Premiums on purchased loans 339 348 _ (9) -2.6%
Loans, net $ 703,513 $ 639,517 $ 63,99 10.0%

The composition of the net loan portfolio is heavily weighted toward loans secured by
first mortgages, home equity loans, or second mortgages on one- to four-family residences.
These loan categories represented approximately 67% and 66% of the total loan portfolio at
December 31, 2007, and December 31, 2006, respectively. The modest increase in the Bank’s
largest loan category, one- to four-family residential mortgages, reflects a change made to the
marketing strategy in the second half of 2005 to reduce emphasis on this category of loans due
to the on-going flat yield curve, which continued to hold interest rates on longer-term loans low
relative to the Company’s cost of funds. More recently, growth has been
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negatively impacted by the slowing in residential real estate sales activity in the Bank’s markets.
Recent reports by state and national real estate organizations have reported substantial declines
in residential real estate sales activity in the Northeast Florida markets, as well as in Florida in
general. As a result of these factors, management believes that growth in one- to four-family
residential mortgages will be limited in the near term. During 2007, in order to supplement
internal retail loan origination volumes, the Company purchased approximately $51.0 million of
fixed rate one-to four-family residential loans. Depending on liquidity, earning needs and the
supply of high-quality loans management may continue to purchase one- to four-family
residential mortgage loans to'supplement internal loan originations and maintain current loan
portfolio balances.

The Company's loan portfolio is also heavily weighted in the state of Florida with 60
percent of one- to four-family loans being secured by properties in Florida. Georgia represents
the second highest concentration with 26 percent of total one- to four-family loans. At
December 31, 2007, 69 percent of the Bank’s residential construction loan portfolio was
concentrated in Florida.

4

(_}__e_(l_rgi_a' Florida Other States Total
1-4 Family First Mortgages $84.483 $228,517 $64,956 $377,956
1-4 Family Second Mortgages 41,076 54,972 2,362 98,410
1-4 Family Construction Loans 2311 9,305 1,832 13448
$127,870 $292.794 $69,150 $489.814

Total loan growth during 2007 was achieved primarily from one- to four-family
residential loans, construction loans and home equity loans.

Allowance for Loan Losses. Allowance for loan losses was 0.92% and 0.73% of total
loans outstanding at December 31, 2007 and 2006. Allowance for loan losses activity for the
twelve months ended December 31, 2007 and 2006 was as follows:

2007 2006
{Dollars in Thousands}

Beginning balance $ 4,705 $ 4,587
Loans charged-off (2,953) (1,215)
Recoveries 2,114 858

Net charge-offs (839) (357)
Proviston for loan losses 2,616 475
Ending balance $ 6,482 $ 4,705

An allowance for loan losses is maintained to reflect probable incurred losses in the loan
portfolio. The allowance is based on ongoing assessments of the estimated losses incurred in the
loan portfolio. The general reserve, or SFAS 5, component is calculated by applying loss factors to
outstanding loans based on an internal risk evaluation of both performing and non-performing
loans. Loss factors are based on the Bank’s historical loss experience, current market conditions that
may impact real estate values within the Bank’s primary lending areas, and on other significant
factors that, in management's judgment, may affect the ability to collect loans in the portfolio as of
the evaluation date. Other significant factors that exist as of the balance sheet date that may be
considered in determining the adequacy of the allowance include credit quality trends (including
trends in non-performing loans expected to result from existing conditions), collateral values,
geographic foreclosure rates, new and existing home inventories, loan volumes and concentrations,
specific industry conditions within portfolio segments and recent loss experience in particular
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segments of the portfolio. These factors weighed more prominently in the allowance calculation for
2007 and management believes this trend will continue.

Management also evaluates the allowance for loan losses based on a review of individual
loans. This evaluation is inherently subjective as it requires material estimates including the
amounts and timing of future cash flows management expects to receive on impaired loans that
may be susceptible to significant change. For all specifically reviewed loans where it is probable
that the Bank will be unable to collect all amounts due according to the terms of the loan agreement,
impairment is determined by computing a fair value based on either discounted cash flows using
the loan’s initial interest rate or the fair value of the collateral if the loan is collateral dependent.
Large groups of smaller balance homogenous loans are collectively evaluated for impairment and
are excluded from specific impairment evaluation. For these loans, the allowance for loan losses is
calculated in accordance with the allowance for loan losses policy described above.

Non-performing loans totaled $7.8, million, or 1.11% of total loans, at December 31,
2007, compared to $3.1 million, or 0.48% of total loans, at December 31, 2006. Total impaired
loans increased to $5.4 million at December 31, 2007 from $2.0 million at December 31, 2006, due
mainly to a decline in both real estate values and credit quality. The total allowance allocated
for impaired loans was $1.4 million, and $500,000 as of December 31, 2007 and 2006,
respectively. As of December 31, 2007 and December 31, 2006, all non-performing loans were
classified as non-accrual, and the Bank did not have any restructured loans or loans 90 days
past due and accruing interest as of the same dates. Non-performing loans, excluding small
balance homogeneous loans, were $4.4 million and $1.1 million at December 31, 2007 and
December 31, 2006, respectively.

Net charge-offs to average outstanding loans was 0.13% in 2007 up from 0.06% for 2006.
Management believes net charge-offs will continue at high levels in 2008 in light of declining
real estate values and current credit quality concerns.

Deposits. Savings and money market deposit account balances grew during the year ended
December 31, 2007 as compared to the end of 2006, as the Bank increased the interest rates paid on its
money market products to meet the rate of competitors in its markets. While raising the interest rates
was necessary to both protect and grow deposit balances, management believes to a certain degree it
has led to a disintermediation within the Bank’s deposit products, particularly from interest-bearing
demand accounts, whose balances have declined during the year partially off setting the growth in
money market account balances over the same period of time.

The decrease in time deposits as of December 31, 2007, as compared to 2006, includes
approximately $5.1 million of additional brokered deposits, offset by the maturity of approximately
$10.0 million. The brokered deposits have been used to replace maturing certificate of deposits and
fund loan growth. Management expects future deposit growth as the Bank expands its products and
services in new and existing markets, particularly in core deposits. Additionally, management
anticipates that the Company will continue to purchase brokered deposits to meet liquidity demands
when interest rates are favorable.

Securities sold under agreements to repurchase. Historically, the Company has only utilized
advances from the Federal Home Loan Bank of Atlanta or broker originated certificates of deposit as
an alternative to organic deposits for funding its lending and investent activities. While
management expects FHLB advances to continue to be a significant source of funds in the future, the
Company also expects to continue to utilize the sale of securities under an agreements to repurchase
as a significant source of funds as well.

39




...

Securities sold under agreements to repurchase are secured by mortgage-backed securities
with a carrying amount of $78.5 million at December 31, 2007 with maturities beginning in October
2013, or, beginning in July 2008, individual advances may be terminated in whole by the lender each
following quarter. At maturity or termination, the securities underlying the agreements will be
returned to the Company.

Depending on the availability of suitable securities and the prevailing interest rates and terms
of alternative source of funds, the Company tnay continue to sell securities under agreements to
repurchase in the future.

Federal Home Loan Bank advances. The Bank borrows funds from the FHLB to support its
lending and investment activities. The increase in FHLB borrowings as of Decernber 31, 2007 as
compared to December 31, 2006, is due to additional advances of $95.0 miliion used to replace $66.0
million of advances that matured in 2007 and to fund lending growth.

FHLB advances had a weighted-average maturity of 86 months and a weighted-average rate
of 4.23% at December 31, 2007. The Company expects to continue to utilize FHLB advances to
manage short and long-term liquidity needs to the extent it has borrowing capacity, needs funding
and the interest cost of FHLB advances is attractive compared to deposits and other alternative
source of funds. ' '

Stockholders’ Equity

Net other comprehensive income for the twelve months ended December 31, 2007
resulted from an increase in unrealized gains on available for sale securities of $308,000. Going
forward, management expects changes in interest rates to continue to cause swings in
unrealized gains and losses from available for sale securities.

During 2007, the Company’s board of directors declared regular quarterly cash dividends in
the aggregate of $0.57 per share. Atlantic Coast Federal, MHC which holds 8,728,500 shares, or 63.8%
of the Stock Company’s total outstanding stock at December 31, 2007, has waived receipt of the
dividend on its owned shares for each quarter of 2007. Total dividend payments waived by the MHC
were $5.0 million. Management expects the MHC to waive receipt of payment on future dividends
for its owned shares.

In August 2006 Atlantic Coast Federal Corporation completed its stock repurchase plan that
began in early November 2005 by repurchasing approximately 580,000 shares of its common stock at
an average price of $17.28 per share. In September 2006 the Stock Company's Board of Directors
approved a new repurchase plan to permit the Atlantic Coast Federal Corporation to purchase, over
a 12-month period, up to 10%, or 478,000 shares of its outstanding common stock. Following the
approval of the new stock repurchase plan the Stock Company repurchased approximately 190,000
shares at an average price of $17.92 per share during 2006 and 106,000 shares at an average price of
$18.59 during the first quarter of 2007. As of December 31, 2007 approximately 182,000 shares of
common stock remained to be repurchased under this plan although no assurances can be made
regarding the number of shares that will actually be purchased, or the price that will be paid for such
shares.

The Company’s equity to total assets ratio decreased to 9.65% at December 31, 2007, from
10.80% at December 31, 2006. The decrease was primarily due to the rate of asset growth through
December 31, 2007, the stock purchase program and the expenses for the terminated Second-Step
Conversion. Despite this decrease, Atlantic Coast Bank continued to be well in excess of all minimum
regulatory capital requirements, and is considered “well-capitalized” under this requirement. Total
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risk-based capital to risk-weighted assets was 12.1%, Tier 1 capital to risk-weighted assets was 11.2%,
and Tier 1 capital to adjusted total assets was 7.7% at December 31, 2007. These ratios as of December
31, 2006 were 13.8%, 13.1% and 9.3%, respectively.

Comparison of Results of Operations for the Years Ended December 31, 2007 and 2006.

General, Net income for the year ended December 31, 2007, was $1.1 million, a decrease of
$4.0 million from $5.1 million the year ended December 31, 2006. Net interest income increased 3.4%,
or $726,000 in the year ended December 31, 2007 to $22.4 million, as compared to 2006, on growth in
interest earning assets combined with an increase in the interest yield on such assets that offset the
rising cost of deposits. Based on the geographic concentration of the Company's loan portfolio in
the northeast Florida market, the weakening of specific loan participations as described under
Non-Performing Assets, continued industry-wide credit quality concerns and the rapidly
changing and uncertain real estate market conditions, the provision for loan losses was $2.6
million, an increase of 450.7% from $475,000 in 2006. Non-interest income for the year ended
December 31, 2007 decreased by 13.5% to $6.9 million, as compared to $8.0 million in 2006, due
primarily to decreased revenue from service charges and fees, lower income from interest rate swap
agreements and higher loss on sale of foreclosed assets. Non-interest expense grew $3.8 million, or
17.4%, to $25.5 million for the year ended December 31, 2006, from $21.7 rmillion in 2006, primarily
due to the expensing of $1.8 million in costs incurred for the terminated Second-Step Conversion as
well as increased compensation and benefit costs and other operating costs.

Average Balances, Net Interest Income, Yields Earned and Rates Paid. The table on the
following page sets forth certain information for the years ended December 31, 2007, 2006 and 2005.
The average yields and costs are derived by dividing income or expense by the average balance of
assets or liabilities, respectively, for the periods presented.
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Interest income. Interest income increased to $55.5 million for the year ended December
31, 2007 from $46.4 million for the year ended December 31, 2006. As shown in the table above
the increase in interest income for the year ended December 31, 2007, as compared to 2006, is
predominantly due to the growth in average outstanding interest-earning assets, although rate
earned on interest-earning assets also contributed to such growth. Loans accounted for
approximately 58% of the interest income growth, or $5.3 million for the year ended December
31, 2007, as compared to 2006. The growth in average outstanding balances of one- to four-
family residential loans, construction loans and home equity loans for the year ended December
31, 2007, as compared to 2006, accounted for the majority of the total $54.6 million in average
loan growth. During the same period, the prime rate decreased 100 basis points from 8.25% to
7.25%. ,

The growth in interest income from investment securities and other interest-earning
assets for the year ended December 31, 2007, as compared to 2006 was primarily due to higher
average balances and to a lesser extent increased yields on these assets.

Interest expense. Interest expense increased to $33.1 million for the year ended
December 31, 2007 from $24.7 million for the year ended December 31, 2006. The increase in
interest expense for the year ended December 31, 2007, as compared to 2006, was primarily due
to growth in average outstanding balances of money market deposit accounts, FHLB advances
and securities sold under agreements to repurchase, as well as increases in interest rates paid on
those accounts. During the period of time from September 2007 through the end of 2007, the
Federal Reserve Board decreased the target rate for Federal Funds borrowings by 100 basis
points, from 5.25% to 4.25%. In general, this has led to rate decreases to interest-bearing deposit
accounts in the Bank’s markets, even as competition for deposits among financial institutions is
intense. The Company has decreased interest rates on its money-market accounts, interest
bearing demand accounts and time deposits. The rate of interest expense on FHLB advances
has remained relatively flat for the year ended December 31, 2007 as compared to 2006, as new
advances have generally had longer maturities and, therefore the Company has benefited from
the flat or inverted yield curve.

Net interest income. Net interest income increased to $22.4 million for the year ended
December 31, 2007 from $21.7 million for the year ended December 31, 2006. Net interest
income increased during the year ended December 31, 2007, as compared to 2006, as the growth
in interest income outpaced the growth in interest expense. Net interest spread, which is the
difference between the interest yield earned on interest earning assets and the interest rate paid
on interest bearing liabilities, decreased 32 basis points to 2.23% for the year ended December
31, 2007 as compared to 2.55% for 2006 due to the inverted yield curve holding long-term rates
at or below short-term funding costs resulting in higher funding costs relative to loan yields.
For the same comparative periods, net interest margin, which is net interest income expressed

as a percentage of average interest earning assets decreased 32 basis points to 2.67% in 2007
from 2.99% for 2006.

Provision for loan losses. Management assesses the allowance for loan losses on a
quarterly basis and makes provisions for loan losses as necessary in order to maintain the
allowance for loan losses based on all known and inherent losses that are both probable and can
be reasonably estimated. While management uses available information to recognize losses on
loans, future loan loss provisions may necessarily be based on changes in economic conditions
and changes in borrower situations. In addition, various regulatory agencies, as an integral part
of their examination process, periodically review the allowance for loan losses and may require
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additional provisions based on their judgment of information available to them at the time of
their examination.

The allowance for loan losses is maintained to reflect probable incurred losses in the loan
portfolio. The allowance is based on ongoing assessments of the estimated losses incurred in the
loan portfolio. The general reserve, or SFAS 5, component is calculated by applying loss factors to
outstanding loans based on an internal risk evaluation of both performing and non-performing
loans. Loss factors are based on the Bank’s historical loss experience, current market conditions that
may impact real estate values within the Bank’s primary lending areas, and on other significant
factors that, in management’s judgment, may affect the ability to collect loans in the portfolio as of
the evaluation date. Other significant factors that exist as of the balance sheet date that may be
considered in determining the adequacy of the allowance include credit quality trends (including
trends in non-performing loans expected to result from existing conditions), collateral values,
geographic foreclosure rates, new and existing home inventories, loan volumes and concentrations,
specific industry conditions within portfolio segments and recent loss experience in particular
segments of the portfolio. These factors weighed more prominently in the allowance calculation for
2007 and management believes this trend will continue.

Provision for loan losses of $2.6 million and $475,000 were made during the years ended
December 31, 2007 and 2006, respectively. The increase in the provision for loan losses was
primarily due to a decline in credit quality and an increase in net-charge-offs. For the year-
ended December 31, 2007 net charge-offs were $839,000, while for 2006, net charge-offs were
$357,000. See “Business - Non-Performing Assets”.

Non-interest income. The components of non-interest income for the years ended
December 31, 2007 and 2006 were as follows:

Increase(decrease)}
2007 2006 Dollars Percentage
(Dollars in Thousands) ’

Service charges and fees $ 5,251 $ 5,745 $  (494) -8.6%
Gain on sale of real estate mortgages

held for sale 34 67 (33} -49.3%

Gain (loss) on sale of foreclosed assets (247) (1) (246) 24600.0%

Net loss on available for sale securities (46) (163) 117 -71.8%

Comimission income 314 314 - 0.0%

Interchange fees 897 791 106 13.4%

Bank owned life insurance earnings 861 840 21 25%

Other (138) 412 (550) -133.5%

$ 6,926 3 8,005 $ (1,079 -13.5%

Services charges and fees, which are earned primarily based on transaction services for
deposit account customers, decreased as a result of decreased activity producing ATM and
check card overdraft fees. With the introduction of a new deposit product scheduled for the
first quarter of 2008, management expects non-interest income will increase moderately as this
new product encourages point of sale electronic payments which should result in higher
transactional fees from ATM providers; additionally management expects growth will continue
through expanded products and services in existing markets and new branches opened in the
fourth quarter of 2006 and the first quarter of 2007.

The net loss on available for sale securities for the year ended December 31, 2007, was
due to restructuring of the securities portfolio.
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Other non-interest income for the year ended December 31, 2007 included a loss of
$345,000 resulting from the early termination of an interest rate swap agreement.

Non-interest expense. The components of non-interest expense for the years ended
December 31, 2007 and 2006 were as follows:

Increase (decrease)

2007 2006 Dollars Percentage
{Doilars in Thousands)
Compensation & benefits $ 12,391 $ 10,947 $ 1,444 13.2%
Occupancy and equipment 2,383 2,228 155 7.0%
Data processing 1,136 1,483 (347) -23.4%
Advertising 584 847 (263) -311%
Qutside professional services 4,066 1,994 2,072 103.9%
Interchange charges 422 491 {69) -141%
Collection expense and repossessed
asset losses 301 267 34 12.7%
Telephone 501 500 1 0.2%
Other 3,667 2,922 745 25,5%
$ 25451 $ 21679 $ 3,772 17.4%

Compensation and benefit expense for the year ended December 31, 2007, as compared
to 2006, was primarily due to increased salaries of $1.3 million related to organizational
changes, branch expansion, executive additions, increased stock based compensation awards
and retirement benefits, and normal annual merit increases. Occupancy and equipment charges
increased for the year ended December 31, 2007 as compared to 2006, primarily due to increased
depreciation expense. The decreased data processing costs for the year ended December 31,
2007, as compared to 2006, were primarily due to reduced costs for vendor software licensing as
a result of negotiations on a new contract completed during the third quarter of 2006, as well as
lower depreciation expense. Advertising expenses for 2007 decreased compared to 2006, as the
Company was less active in marketing through print and television advertisements. QOutside
and professional services cost increased for the year ended December 31, 2007 as compared to
2006, as the Company incurred significant expenses associated with costs incurred as a result of
the terminated Second-Step Conversion offering in 2007 that were not incurred in 2006,

In general, management expects non-interest expenses will increase in future periods as
a result of continued growth, expansion, and the costs associated with the Company’s operation
as a public company.

Income tax expense. Income tax expense decreased to $130,000 for the year ended
December 31, 2007, from $2.4 million for 2006. Income tax expense decreased in 2007 as
compared to 2006 due to a decrease in income before income tax expense when comparing the
two periods. The effective income tax rate on income before income taxes for the year ended
December 31, 2007 was 10.4%, compared to 31.7% for 2006. The decline in the effective tax rate
was primarily due to a higher proportion of income derived from bank owned life insurance,
which is not taxable for federal income tax purposes. It is anticipated that income tax expense
will continue to vary as income before income taxes varies.
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Comparison of Results of Operations for the Years Ended December 31, 2006 and 2005.

General. Net income for the year ended December 31, 2006, was $5.1 million, an increase
of $104,000 over the year ended December 31, 2005. Net interest income increased 7.7%, or $1.5
million in the year ended December 31, 2006 to $21.7 million, compared to $20.2 million for
2005, due to growth in interest-earning assets combined with an increase in the interest yield on
such assets that offset the rising cost of deposits. The provision for loan losses decreased 77.6%,
or $1.6 million to $475,000 for the year ended December 31, 2006, as compared to $2.1 million in
2005, on the basis of improved credit quality. Non-interest income for the year ended December
31, 2006 grew by 0.9% to $8.0 million, as compared to $7.9 million in 2005, due primarily to
increased service charges and fees. The slight increase in non-interest income was offset by
increased non-interest expense, which grew $2.1 million, or 10.5%, to $21.7 million for the year
ended December 31, 2006, from $19.6 million in 2005, due to increased compensation and
benefit costs and other operating costs.

Interest income. The increase in interest income for the year ended December 31, 2006,
as compared to 2005, was largely due to the rate earned on interest-earning assets, although
growth in the average balance of outstanding interest-earning assets also contributed to such
growth, Loans accounted for approximately 81% of the interest income growth, or $7.4 million
for the year ended December 31, 2006, as compared to 2005. While the majority of the increased
interest income from loans was due to increased average outstanding balances, we also
increased our yield on average outstanding loan balances as a result of growth in prime interest
rate-based loans. As discussed above in “—Comparison of Financial Condition at December 31,
2006 and December 31, 2005—Loans,” the inverted yield curve over the 12 months ended
December 31, 2006 and a softening in residential real estate sales led us to increase our emphasis
on prime rate interest-based loans, such as home equity one- to four-family lending,
construction loans and commercial real estate loans. The growth in the average outstanding
balances of home equity one- to four-family loans, construction loans and commercial real
estate loans for the year ended December 31, 2006, as compared to 2005, accounted for
approximately 76%, or $49.1 million of the total $64.3 million in average loan growth. During
the same period, the average prime rate increased 100 basis points from 7.25% to 8.25%. The
growth in interest income from investment securities and other interest-earning assets for the

-year ended December 31, 2006, as compared to 2005 was due to increased yields on these assets,

which have tracked upward consistent with increases in short-term interest rates. Growth in
interest-earning assets is partly dependent on funding from deposit growth in existing markets
and the opening of new branches in the second-half of 2006. Interest income could be adversely
impacted by continued low interest rates on longer-term loans, such as one- to four-family
residential loans and the availability of the type of interest-earning assets desired for
investment.

Interest expense. The increase in interest expense for the year ended December 31, 2006,
as compared to 2005, was partially due to growth in the average outstanding balances of
interest-bearing deposit accounts, but more significantly due to increases to interest rates paid
on those accounts. During the period of time from the end of 2005, until the end of 2006, the
Federal Reserve Board increased the target rate for Federal Funds borrowings by 100 basis
points, from 4.25% to 5.25%. In general, this led to significant rate increases for interest-bearing
deposit accounts in our markets, where competition for deposits among financial institutions is
intense. In order to fund loan growth and maintain deposit market share, we have increased
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interest rates on our money-market accounts, interést-bearing demand accounts and time
deposits. The rate of interest expense on Federal Home Loan Bank advances remained
relatively flat for the year ended December 31, 2006 as compared to 2005, as new advances have
generally had longer maturities and, therefore, we benefited from the flat or inverted yield
curve.

Net interest income. Net interest income increased during the year ended December 31,
2006, as compared to 2005, as the growth in interest income outpaced the growth in interest
expense. As discussed above, in addition to steady growth in average outstanding balances
increases in prime rate based loans, in part, enabled us to increase the overall yield of the loan
portfolic. In addition yields on securities increased as short-term interest rates tracked upward.
Net interest rate spread, which is the difference between the interest yield earned on interest-
earning assets and the interest rate paid on interest-bearing liabilities, decreased seven basis
points for the year ended December 31, 2006 as compared to 2005. For the same comparative
years, net interest margin, which is net interest income expressed as a percentage of average
interest-earning assets decreased seven basis points.

While the net interest rate spread and net interest margin held up reasonably well,
declining only seven basis points for the year, we experienced significant margin compression
during the fourth quarter of 2006. During this period, deposit growth of $27 million
significantly outpaced loan growth of $15 million. Further, the deposit growth occurred in the
highest tiers of our money market account and time deposits. This deposit growth in the most
expensive deposit products during a period when loan growth did not keep pace led to a net
interest margin decline of 21 basis points to 2.35% in the fourth quarter of 2006 as compared to
the third quarter of 2006.

Provision for loan losses. We establish the provision for loan losses, which are charged
to operations, at a level required to reflect probable incurred credit losses in the loan portfolio.
In evaluating the level of the allowance for loan losses, management considers historical loss
experience, the types of loans and the amount of loans in the loan portfolio, the source of
origination of those loans, adverse situations that may affect borrowers’ ability to repay,
estimated value of any underlying collateral, and prevailing economic conditions. Large
groups of smaller balance homogeneous loans, such as residential real estate, small commercial
real estate, home equity and consumer loans, are evaluated in the aggregate using historical loss
factors adjusted for current economic conditions, source of loan origination, and other relevant
data. Larger non-homogeneous loans, such as commercial loans for which management has
concerns about the borrowers’ ability to repay, are evaluated individually, and specific
allowance allocations are provided for such loans when necessary.

Based on management’s evaluation of these factors, provisions of $475,000 and $2.1
million were made during the years ended December 31, 2006 and 2005, respectively. The
decrease in the provision for loan losses was primarily due to a decline in specific reserves for
large non-homogenous loans as a result of improved credit quality and a decrease in net-charge
offs. For the year ended December 31, 2006 net charge-offs were $357,000, while for 2005, net
charge-offs were $1.5 million.

Management assesses the allowance for loan losses on a quarterly basis and makes
provisions for loan losses as necessary in order to maintain the allowance for loan losses based
on all known and inherent losses that are both probable and can be reasonably estimated.
While management uses available information to recognize losses on loans, future loan loss
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provisions may necessarily be based on changes in economic conditions and changes in
borrower situations. In addition, various regulatory agencies, as an integral part of their
examination process, periodically review the allowance for loan losses and may require
additional provisions based on their judgment of information available to them at the time of
their examination. The allowance for loan losses as of December 31, 2006, was maintained at a
level that represents management’s best estimate of probable incurred losses in the loan
portfolio.

Non-interest income. The components of non-interest income for the years ended
December 31, 2006 and 2005 were as follows:

For the year ended December 31, Increase{decrease)
2006 2005 Dollars  Percentage
(Dollars in Thousands)

Service charges and fees : 5 5,745 $ 5351 $ 394 7.4%
Gain on sale of real estate mortgages

held for sale 67 121 (54) -44.6%

Gain(loss) on sale of foreclosed assets (1) 41 (42) -102.4%

Gain(loss) on sale of securities

available for sale (163) (80) (83) -103.8%

Commission income 314 406 (92) -22.7%

Interchange fees 791 752 39 52%

Bank owned life insurance earnings 840 603 237 39.3%

Other 412 743 (331) 445%

$ 8,005 $ 7,937 $ 68 0.9%

Services charges and fees, which are earned primarily based on transaction services for
deposit account customers, increased as a result of increased ATM and check card overdraft
fees which began in the third quarter of 2005. The implementation of overdraft fees for ATM
and check card overdrafts was part of several fee initiatives started in 2005, which focused on
improving our discipline over service charge fees and collections. New growth of non-interest
income will principally result from expanded products and services in existing markets and
new branches opened in the fourth quarter of 2006 and the first quarter of 2007.

The net loss on available for sale securities for the year ended December 31, 2006, was
due to the recognition of an impairment loss on certain Federal Home Lcan Bank debt securities
held at the end of the first quarter of 2006 for $177,000. The impairment loss was estimated
based on the difference between the original cost of the securities and their estimated fair value
as of March 31, 2006. The securities were sold during the second quarter for an actual loss of
$163,000 and the loss recorded at the time the securities were identified for disposal was
adjusted to the actual loss at the time of the sale. The securities disposed of had an original
purchase cost of $16.0 million and a weighted average yield of 3.84%. They were identified for
disposal in an effort to improve our net interest margin. During the second quarter of 2006 we
purchased a similar amount of securities with a weighted average interest rate of 5.77%.
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The growth in bank owned life insurance earnings for the year ended December 31,
2006, as compared to 2005, was due to an increase in the average amount invested from $14.9
million in 2005 to $20.9 million in 2006.

Other non-interest income for the year ended December 31, 2006 included a $10,000
decrease to the fair market value of outstanding interest rate swap agreements. During 2004, as
part of our asset and liability management strategy, we entered into two interest rate swap
agreements with a combined notional amount totaling $10.0 million and $15.0 million at
December 31, 2006 and 2005, respectively, to economically hedge, although not an accounting
hedge, the risk of changing interest rates associated with certain floating rate Federal Home
Loan Bank advances. During the second quarter of 2006, we terminated, prior to its contractual
maturity, one of the outstanding interest rate swap agreements having a $5.0 million notional
value and repaid, without penalty, the associated Federal Home Loan Bank advance that the
interest rate swap was economically hedging. In addition, during the third quarter of 2005, we
entered into two interest rate swap agreements with a combined notional amount of $10.0
million, $5.0 million of which matured in the third quarter of 2006, to economically hedge,
although not an accounting hedge, the variable portion of the home equity portfolio against the
possibility of declining interest rates. At December 31, 2006 and 2005, the fair market value of
the outstanding interest rate swap agreements was $637,000 and $647,000, respectively.

Non-interest expense. The components of non-interest expense for the years ended
December 31, 2006 and 2005 were as follows:

For the years ended December 31, Increase{decrease}
2006 2005 Dollars Percentage
{(Dollars in Thousands)
Compensation and benefits $ 10947  § 9,368 $ 1,579 16.9%
Occupancy and equipment 2,228 1,738 490 28.2%
Data processing 1,483 1,348 135 10.0%
Advertising : ’ 847 609 238 39.1%
Outside professional services 1,994 2,286 (292) -12.8%
Interchange charges 491 624 {133) -21.3%
Collection expense and repossessed
asset losses 267 341 (74) -21.7%
Telephone 500 539 (39 -7.2%
Other 2,922 2,763 159 5.8%
$ 21,679 § 19616 $ 2,063 10.5%

Compensation and benefit expense for the year ended December 31, 2006, as compared
to 2005, was primarily due to increased salaries of $487,000, as weil as a $355,000 increase in the
recognition of compensation expense for awards made under our stock-based compensation
plans reflecting the full year cost of the awards made in July 2005. The remaining increase to
compensation and benefit expense was primarily due to increased costs of $524,000 associated
with our retirement plan for certain officers and directors. Normal annual merit increases for
associates account for a portion of the increase, along with additional associates for sales and
service of private banking customers in Florida and new branch personnel hired in advance of
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the Julington Creek branch opening in October 2006. Occupancy and equipment charges
increased for the year ended December 31, 2006, as compared to 2005, primarily due to
increased building and equipment maintenance costs, including the refurbishment costs at two
branches during the third quarter of 2006, along with higher real estate tax expenses. The
increased data processing costs for the year ended December 31, 2006, as compared to 2005,
were primarily due to increased software licensing costs for our operating system, the fees for
which are based partly on our asset size. In the third quarter of 2006, we completed
negotiations on a new contract for software licensing with terms that will result in reduced data
processing costs. Advertising expenses for 2006 increased compared to 2005, as we have been
more active in marketing through print and television advertisements. Outside and
professional services cost decreased for the year ended December 31, 2006, as compared to 2005,
as we incurred significant fees associated with Sarbanes-Oxley initiatives and tax planning
initiatives in 2005 that were not incurred in 2006. '

In general, management expects non-interest expenses will increase in future periods as
a result of continued growth, expansion, and the costs associated with our operation as a public
company.

Income tax expense. Income tax expense increased to $2.4 million for the year ended
December 31, 2006, from $1.3 million for 2005. The increase was primarily due to the
elimination of a tax-related contingent liability in the third quarter of 2005 of $895,000. The
contingent liability had been established in 2000 upon becoming a taxable entity and reflected
the tax effect of a tax accounting method utilized by us in 2000 and 2001 calendar tax years. We
believed the filing position was supportable based upon a reasonable interpretation of federal
income tax laws and the underlying regulations. However, due to the lack of prior rulings on
similar fact patterns, it was unknown whether the accounting method would be sustained upon
audit by either federal or state tax authorities. The applicable statute of limitations expired with
respect to the 2001 tax year on September 15, 2005, making the contingency reserve
unnecessary. In addition income tax expense increased in 2006 as compared to 2005 due to an
increase in income before income tax expense. The effective income tax rate on income before
income taxes for the year ended December 31, 2006 was 31.7%, compared to 34.6% for 2005
before the tax benefit of $895,000. The decline in the effective tax rate was primarily due to
increased income from bank owned life insurance, which is not taxable for federal income tax
purposes.

Liquidity

Management maintains a liquidity position that it believes will adequately provide
funding for loan demand and deposit run-off that may occur in the normal course of business.
Atlantic Coast Federal Corporation relies on a number of different sources in order to meet its
potential liquidity demands. The primary sources are increases in deposit accounts and cash
flows from loan payments and the securities portfolio.

In addition to these primary sources of funds, management has several secondary
sources available to meet potential funding requirements. As of December 31, 2007, and
December 31, 2006 the Company had additional borrowing capacity of $102 million and $106
million, respectively, with the FHLB of Atlanta. Additionally, the Company had existing lines
of credit available in excess of $22 million with other financial institutions. The Company has
classified its entire securities portfolio as available for sale, providing an additional source of
liquidity. Management believes that Atlantic Coast Federal Corporation’s security portfolio is of
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investment grade quality and the securities would therefore be marketable. The Company also
can utilize brokers to obtain certificates of deposits at costs and terms that are comparable to
certificate of deposits originated in its branch network. As of December 31, 2007 and 2006, the
Company had $34.4 million and $39.4 million of certificates of deposits obtained through
brokers that were purchased to replace maturing branch originated certificates of deposits or to
help meet loan demands. As of December 31, 2007 and 2006 these certificates of deposits had a
weighted average maturity of 37.3 months and 20.0 months, and a weighted average rate of
4.75% and 4.56%, respectively. In addition, the Company has historically sold mortgage loans in
the secondary market to reduce interest rate risk and to create an additional source of liquidity.

During 2007, cash and cash equivalents decreased $11.8 million from $41.1 million as of
December 31, 2006, to $29.3 million as of December 31, 2007. Cash from operating activities of
$8.7 million, combined with cash from financing activities of $83.8 million, was less than cash
used for investing activities of $104.3 million. Primary sources of cash were from net increases
in deposit accounts of $9.7 million, FHLB borrowings of $95.0 million, proceeds from sale of
securities under agreements to repurchase of $49.5 million, proceeds from maturities and
payments of available-for-sale securities of $18.7 million and proceeds from sales of securities
available-for-sale of $14.6 million. The additional borrowings from the FHLB were used to
replace maturing FHLB debt of $66.0 million and fund loan growth. Primary uses of cash
included purchases of available-for-sale securities of $67.9 million, purchase of loans to be held
in portfolio of $51.4 million and origination of loans to be held in portfolio of $17.6 million. In
addition, during 2007, the Company used cash of $2.0 million to purchase shares of its common
stock to be held as treasury stock and paid quarterly cash dividends of $2.5 million to common
stockholders. (See Capital Resources below.)

During 2006, cash and cash equivalents increased $3.1 million from $38.0 million as of
December 31, 2005, to $41.1 million as of December 31, 2006. Cash from operating activities of
$3.1 million, combined with cash from financing activities of $92.0 million, exceeded cash used
for investing activities of $92.1 million. Primary sources of cash were from net increases in
deposit accounts of $56.7 million, FHLB borrowings of $40.0 million, proceeds from sale of
securities under agreements to repurchase of $29.0 million, proceeds from maturities and
payments of available-for-sale securities of $17.8 million and proceeds from sales of securities
available-for-sale of $16.7 million. Approximately $58.0 million of the increase in deposits came
from savings and money market growth in 2006, as compared to 2005, the majority of which
matures in less than 12 months. The additional borrowings from the FHLB were used to replace
maturing FHLB debt of $25.0 million and fund loan growth. Primary uses of cash included
purchases of available-for-sale securities of $61.6 million, purchase of loans to be held in
portfolio of $36.0 million and origination of loans to be held in portfolio of $24.8 million. In
addition, during 2006, the Company used cash of $6.9 million to purchase shares of its common
stock to be held as treasury stock and paid quarterly cash le}dends of $1.9 million to common
stockholders. (See Capital Resources below.)

As of December 31, 2007, management is not aware of any current recommendations by
regulatory authorities, which, if they were implemented, would have or reasonably likely to
have a material adverse affect on the Atlantic Coast Federal Corporation’s liquidity, capital
resources or operations.
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Contractual Obligations and Commitments

The following table présents Atlantic Coast Federal Corporation’s longer-term, non-
deposit related, contractual obligations, commitments to extend credit to borrowers and
purchase commitments, in aggregate and by payment due dates.

December 31, 2007
Less Than 1Through 4 Through  More Than

1 Year 3 Years 5 Years 5 Years Total
‘ {Dollars in Thousands)
FHLB advances $ 3,000 $ 35,000 $ - $135,000 $173,000
Operating leases (premises) 351 361 252 2,452 3416
Borrowings and operating leases 3,351 35,361 252 137,452 176,416
Undisbursed portion of loans closed . - - R 15,386
Unused lines of credit - - - - 88,165
Total loan commitments - - - - 103,351
Loan purchase commitment - - - - -
Security purchase commitment 78,500 - - - 78,500
Total purchase commitments - - - - » -
Total contractual obligations
And loan commitments $ 81851 § 35361 § 252 $137.452 $358.267

Capital Resources

At December 31, 2007, equity totaled $89.8 million. During 2007 the Company’s Board of
Directors declared regular quarterly dividends totaling $0.57 per common share that were paid
with the proceeds of maturities and payments of available-for-sale securities. Net of dividends
waived by the MHC for its owned shares in the amount of $5.0 million, the Company’s equity
was reduced $2.6 million in 2007 for dividends declared. The Company expects for the near
term, that the MHC will continue to waive receipt of its dividends. The decision to pay
dividends in the future is dependent on operating results, capital and liquidity requirements,
however the Company expects to continue dividend payments in 2008.

Equity in 2007 was also impacted by common stock repurchase programs. As of
December 31, 2007 the Company held as Treasury stock 1,131,867 shares of common stock at an
average per share cost of $15.79, or $17.9 million. The Company conducted one stock
repurchase program during 2007. As of the end of 2007 execution of the repurchase program
had resulted in the purchase of approximately 295,000 shares of a planned total purchase of
478,000 shares. Management expects to complete purchase of the approximate 183,000
remaining shares during 2008. Initiation of future share repurchase programs is dependent on
liquidity, opportunities for alternative investments and capital requirements.

Management monitors the capital levels of Atlantic Coast Bank to provide for current
and future business opportunities and to meet regulatory guidelines for “well capitalized”
institutions. Atlantic Coast Bank is required by the OTS to meet minimum capital adequacy
requirements. Atlantic Coast Bank’s actual and required levels of capital as reported to the OTS
at December 31, 2007, are as follows:
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To Be Well

Capitalized Under

For Capital Prompt Corrective

Actual Adequacy Purposes Action Provisions

Amount Ratio Amount  Ratio Amount Ratio

(Dollars in Millions)
As of December 31, 2007

Total capital (to risk-weighted assets) $75.5 12.1% $50.1 8.0% $ 626 10.0%
Tier 1 (core) capital (to risk-weighted

assets) $704 11.2% $25.1 4.0% $§ 376 6.0%
Tier 1 (core) capital {to adjusted total

assets) $70.4 7.7% $36.8 40% $ 460  50%

At December 31, 2007, Atlantic Coast Bank exceeded all regulatory minimum capital
requirements and is considered to be “well capitalized.” In addition, as of December 31, 2007,
management was not aware of any recommendation by a regulatory authority that, if it were
implemented, would have a material effect on liquidity, capital resources or operations.

Under regulations of the OTS, limitations have been imposed on all “capital
distributions” by savings institutions, including cash dividends. See Business- “How We Are
Regulated-Limitations on Dividends and Capital Distributions.” During 2008 Atlantic Coast
Bank can not declare any dividends without prior approval.

Inflation

The effects of price changes and inflation can vary substantially for most financial
institutions. While management believes that inflation affects the growth of total assets and the
Company’s profitability, it believes that it is difficult to assess the overall impact. Management
believes this to be the case due to the fact that generally neither the timing nor the magnitude of
inflationary changes in the consumer price index (“CPl”) coincides with changes in interest
rates. The price of one or more components of the CPI may fluctuate considerably and thereby
influence the overall CPI without having corresponding affect on interest rates or upon the cost
of those goods and services normally purchased by Atlantic Coast Federal Corporation. In years
of high inflation and high interest rates, intermediate and long-term interest rates tend to
increase, thereby adversely impacting the market values of investment securities, mortgage
loans and other long-term fixed rate loans. In addition, higher short-term interest rates caused
by inflation tend to increase the cost of funds. In other years, the opposite may occur.

Future Accounting Pronouncements

See Note 1 of the Consolidated Financial Statements for a discussion of recently issued
or proposed accounting pronouncements.
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Item 7A. Quantitative and Qualitative Disclosures about Market Risk

Interest rate risk is one of the most significant market risks affecting us. Interest rate risk
is the possibility that changes in interest rates will negatively impact net income or the value of
interest-rate sensitive assets, liabilities and commitments. As such, we are subject to interest
rate risk to the extent that our interest-bearing liabilities, primarily deposits and Federal Home
Loan Bank advances, re-price more rapidly or at different rates than our interest-earning assets.
In an effort to manage our exposure to interest rate risk, our Board of Directors has adopted an
asset and liability management policy that is implemented by the Asset/Liability Committee.
The objective of the committee is to coordinate, control and communicate asset/liability
management consistent with our business plan and board approved policies. The committee
establishes and monitors the volume and mix of assets and funding sources taking into account
relative costs and spreads, interest rate sensitivity and cash flow requirements in an effort to
produce resuits that are consistent with our liquidity, capital adequacy, growth, risk and
profitability goals.

The committee generally meets on a quarterly basis to review, among other things,
economic conditions and interest rate outlook, current and projected liquidity needs and capital
position, anticipated changes in the volume and mix of assets and liabilities and interest rate
exposure limits versus current projections pursuant to market value of portfolio equity analysis
and income simulations. The committee recommends appropriate strategy changes based on
this review. The committee is responsible for reviewing and reporting the effects of the policy
implementations and strategies to the Board of Directors at least quarterly.

A key element of our asset/liability management plan is to protect net earnings by
managing the maturity or re-pricing mismatch between our interest-earning assets and interest-
bearing liabilities. We have sought to reduce exposure to our earnings through the use of
adjustable rate loans and by extending funding maturities through the use of Federal Home
Loan Bank advances.

In an effort to monitor and manage interest rate risk, we use financial modeling
techniques that estimate the impact of different interest rate scenarios on the value of our
equity. Referred to as Economic Value of Equity (“EVE”), this methodology measures the
changes in equity due to the impact on net interest margin, over a five-year horizon, from
instantaneous and sustained parallel shifts in the yield curve, in 100 basis point increments, up
and down 300 basis points. Management believes the EVE methodology irnproves the visibility
of the effect of current interest rate risk on future earnings under increasing or decreasing
interest rate environments, thus allowing for proactive management of balance sheet growth
within a meaningful time horizon.
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The table presented below, as of December 31, 2007, is an analysis of Atlantic Coast
Federal Corporation’s interest rate risk as measured by changes in EVE for instantaneous and
sustained parallel shifts in the yield curve, in 100 basis point increments, up and down 300 basis
points. Also presented, for comparative purposes, is the EVE as of December 31, 2006
' considering the same interest rate changes. :

Economic Value of Equity and Duration of Assets and Liabilities at December 31, 2007
Change in Interest Rate

Decrease Decrease Decrease Increase Increase Increase
3% 2% 1% 1% 2% 3%

Duration of assets(1) 3m 275 239 137 242 242
Duration of liabilities(1) 2.63 2.63 2.25 240 2.4(} 240

Differential in duration 0.38 012 0.14 0.03 0.02 0.02
Amount of change in Econornic
Value of Equity(2) $ 10,821,617 3 2,325,071 § 1,313,041 5 315870 & (387,439) 5 {581,159)
Percentage change in Economic-Value
of Equity(2) 11.24% 241% 1.36% 0.33% 0.40% -0.60%

Economic Value of Equity and Duration of Assets and Liabilities at December 31, 2006
Change in Interest Rate
Decrease Decrease Decrease Increase Increase Increase
3% 2% 1% 1% . 2% 3%

Duration of aésets(]) ’ ' 2.53 2.53 ' 2.58 274 279 279
Duration of liabilities(1) 252 252 252 241 241 241

Differential in duration QM .01 . 006 0.33 0.38 0.38
Amount of change in Economic
Value of Equity(2) 3 87.636 $ 175,272 5 476,404 5 (2804,847) 3 (6,346,360) § (9.519,541)
Percentage change in Economic Value .
of Equity(2} D09% 0.18% 0.50% -2.93% -6.63% -9.94%

(1) Expressed as number of years before asset/liability reprices to achieve stated rate of interest rate increase
(2) Represents the cumulative five year pre-tax impact on the Company's equity due to increased or (decreased) net interest margin

The December 31, 2007 table above indicates that, under any of the interest rate change
scenarios presented, Atlantic Coast Federal Corporation has a positive differential in duration,
other than a decrease in interest rates of 1%. Essentially, this means that the time it takes for the
Company’s assets to re-price for the assumed interest rate changes exceeds the time it takes for
the liabilities to re-price for the same interest rate changes. Accordingly, the Company is
considered liability sensitive, although less so in an increasing interest rate environment. For
instantaneous increases in interest rates of 1%, 2% or 3%, the Company’s equity is estimated to
increase {decrease} in value by $300,000, $(400,000) and $(600,000), respectively. Conversely, for
the assumed instantaneous interest rate decreases of 1%, 2% or 3%, the Company’s equity is
estimated to increase $1.3 million, $2.3 million and $10.8 million.

I

|

Comparing the December 31, 2007 table to the December 31, 2006 table, during 2007 the
Company became less sensitive to interest rate changes in scenarios with increasing interest
rates, but more sensitive to interest rate changes in scenarios with decreasing interest rates.

| This was the result of efforts on both sides of the balance sheet in anticipation of the Second-

| Step Conversion, which if completed, would have resulted in a significant shortening of asset

| duration. Longer-term single family mortgages were de-emphasized in favor of prime rate

| based loans, and retail sales efforts were focused on money market deposits rather than time

‘ deposits, resulting in a better matching of re-pricing timelines which in turn shortened the asset

‘ duration differential in an increasing rate scenario, while increasing the asset duration
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differential in decreasing interest rate scenarios of more than 1%. Additionally, Federal Home
Loan Bank advances and other borrowings were executed with longer terms, in an effort to
manage asset and liability maturities, which held the Company’s sensitivity to interest rate
changes relatively constant in terms of liability duration. The end result of these changes was to
move the Company to armore interest rate neutral balance sheet in an increasing interest
scenario, but slightly more liability sensitive in a decreasing interest rate scenario.

In managing its asset/liability mix, the Company, depending on the relationship
between long and short-term interest rates, market conditions and consumer preference, may
place somewhat greater emphasis on maximizing its net interest margin than on strictly
matching the interest rate sensitivity of its assets and liabilities. Management believes that the
increased net income which may result from an acceptable mismatch in the actual maturity or
re-pricing of its asset and liability portfolios can, during periods of declining or stable interest
rates, provide sufficient returns to justify the increased exposure to sudden and unexpected
increases in interest rates which may result from such a mismatch. Management believes that
Atlantic Coast Federal Corporation’s level of interest rate risk is acceptable under this approach.

In evaluating Atlantic Coast Federal Corporation’s exposure to interest rate movements,
certain shortcomings inherent in the method of analysis presented in the foregoing tables must
be considered. For example, although certain assets and liabilities may have similar maturities
or re-pricing periods, they may react in different degrees to changes in market interest rates.
Also, the interest rates on certain types of assets and liabilities may fluctuate in advance of
changes in market interest rates, while interest rates on other types may lag behind changes in
interest rates. Additionally, certain assets, such as adjustable-rate mortgages (ARM'’s), have
features that restrict changes in interest rates on a short term basis and over the life of the asset.
Further, in the event of a significant change in interest rates, prepayment and early withdrawal
levels would likely deviate significantly from those assumed above. Finally, the ability of many
borrowers to service their debt may decrease in the event of an interest rate increase. Atlantic
Coast Federal Corporation considers all of these factors in monitoring its exposure to interest
rate risk.

Atlantic Coast Federal Corporation’s investment strategy is to maintain a diversified
portfolio of high quality investments that balances the goals of minimizing interest rate and
credit risks while striving to maximize investment return and provide the liquidity necessary to
meet funding needs.
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Item 8. Financial Statements and Supplementary Data

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Stockholders and Board of Directors
Atlantic Coast Federal Corporation
Waycross, Georgia

We have audited the accompanying consolidated balance sheets of Atlantic Coast Federal
Corporation ("Corporation") as of December 31, 2007 and 2006, and the related consolidated
statements of income, changes in stockholders' equity, and cash flows for each of the three years
in the period ended December 31, 2007. These consolidated financial statements are the
responsibility of the Corporation's management. Qur responsibility is to express an opinion on
these consolidated financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the consolidated financial statements are free of
material misstatement. The Company is not required to have, nor were we engaged to perform,
an audit of its internal control over financial reporting. Our audit included consideration of
internal control over financial reporting as a basis for designing audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Company’s internal control over financial reporting. Accordingly, we
express no such opinion. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the consolidated financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall consolidated financial statement presentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all
material respects, the financial position of the Atlantic Coast Federal Corporation as of
December 31, 2007 and 2006, and the results of its operations and its cash flows for each of the

three years in the period ended December 31, 2007, in conformity with U.S. generally accepted
accounting principles.

Ctrere ﬂé»/w/% L2

Crowe Chizek and Company LLC

Brentwood, Tennessee
March 21, 2008
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ATLANTIC COAST FEDERAL CORPORATION

CONSOLIDATED BALANCE SHEETS
December 31, 2007 and 2006

{Dollars in Thousands, Except Share Information)

ASSETS

Cash and due from financial institutions

Short-term interest bearing deposits
Total cash and cash equivalents

Other interest bearing deposits in other financial institutions

Securities available for sale

Real estate mortgages held for sale

Loans, net of allowance of $6,482 in 2007

and $4,705 in 2006

Federal Home Loan Bank stock, at cost

Accrued interest receivable

Land, premises and equipment, net

Bank owned life insurance

(Other real estate owned

Goodwill

Other assets

Total assets

LIABILITIES AND STOCKHOLDERS' EQUITY
Deposits

Non-interest-bearing demand

Interest-bearing demand

Savings and money market

Time

Total deposits

Securities sold under agreement to repurchase
Federal Home Loan Bank advances
Accrued expenses and other liabilities

Total liabilities

Commitments and contingencies

Preferred stock: $0.01 par value; 2,000,000 shares authorized
none issued

Comimon stock: $0.01 par value; 18,000,000 shares authorized,

shares issued 14,813,469 at December, 31 2007 and 2006
Additional paid in capital

Unearned employee stock ownership plan (ESOP) shares of 279,312

at December 31, 2007 and 325,864 at December 31, 2006
Retained earnings
Accumulated other comprehensive income (loss)
Treasury stock, at cost, 1,131,867 shares at December 31, 2007
and 1,029,139 at December 31, 2006
Total stockholders' equity

Total liabilities and stockholders' equity

The accompanying notes are an integral part of these consolidated financial statements.
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2007 2006

4,726 $ 10,571
24,584 30,486
29,310 41,057
- 1,200
134,216 99,231
640 4,365
703,513 639,517
$,293 7,948
4,080 3,499
16,973 17,610
22,227 21,366
1,726 286
7,661 2,661
6,387 4,339
931,026 $ 843,079
35,284 $ 38,301
45,893 52,895
184,899 158,229
316,654 323,627
582,730 573,052
78,500 29,000
173,000 144,000
5,990 5,940
841,220 751,992
148 148
53,082 57,708
(2.793) (3,259)
51,182 52,711
104 (204)
(17,917) (16,017)
89,806 91,087
931,026 $ 843,079
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ATLANTIC COAST FEDERAL CORPORATION
CONSOLIDATED STATEMENTS OF INCOME
Years Ended December 31, 2007, 2006 and 2005

(Dollars in Thousands, Except Share Information}

2007 2006 2005
Interest and dividend income
Loans, including fees $ 46,331 ) 41,029 33,606
Securities and interest-bearing deposits
in other financial institutions - taxable 8,973 ° 5,308 3,403
Securities and interest-bearing deposits
in other financial institutions - tax exempt 205 70 173
Securities purchased under agreements to resell - - 72
Total interest and dividend income 55,509 46,407 37,254
Interest expense
Deposits 23,795 18,448 12,168
Federal Home Loan Bank advances 6,653 5,665 4,971
Securities sold under agreements to repurchase 2,675 634 -
Total interest expense 33,123 24,747 17,139
Net interest income 22,386 21,660 20,115
Provision for loan losses ) 2,616 475 2,121
Net interest income after provision for loan losses 19,770 21,185 17,994
Noninterest income
Service charges and fees 5,251 5,745 5,351
Gain on sale of real estate mortgages held for sale 34 67 121
Gain (loss) on sale of foreclosed assets (247) (1) 41
Loss on sale of securities available for sale (46) (163} (80)
Commission income 314 314 406
Interchange fees 897 791 752
Bank owned life insurance earnings 861 840 603
Other {138) 412 743
6,926 8,005 7,937
Noninterest expense
Compensation and benefits 12,391 10,947 9,369
Occupancy and equipment 2,383 2,228 1,738
Data processing 1,136 1,483 1,348
Advertising 584 847 609
Qutside professional services 4,066 1,994 2,286
Interchange charges 422 49 624
Collection expense and repossessed asset losses 301 267 341
Telephone 501 500 539
Other 3,667 2,922 2,762
25,451 21,679 19,616
Income before income tax expense 1,245 7,511 6,315
Income tax expense 130 2,382 1,290
Netincome $ 1,115 $ 5,129 5,025
Earnings per common share:
Basic $ 0.08 $ 0.38 0.36
Diluted $ 0.08 $ 0.38 0.36
Dividends declared per common share $ 0.57 $ 0.42 0.26

The accompanying notes are an integral part of these consolidated financial statements.
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ATLANTIC COAST FEDERAL CORPORATION

CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31, 2007, 2006 and 2005

{Dollars in Thousands)
2007 2006 2005
Cash flows from operating activities
Net income $ 1,115 $ 5,129 % 5,025
Adjustments to reconcile net income to
to net cash from operating activities:
Provision for loan losses 2,616 475 2121
Gain on sale of real estate mortgages held for sale (34) 67 (121)
Loans originated for sale (74.419) (37,931) (9,661)
Proceeds from loan sales 78,178 33,733 9,762
(Gain) loss on sale of other real estate owned 247 1 (41)
Loss on sale of securities
available for sale 46 163 80
{Gain) loss on disposal of equipment 130 146 (81)
ESOP compensation expense 742 755 613
Share-based compensation expense 1,109 903 398
Net depreciation and amortization 1,807 1,890 1,977
Net change in accrued interest receivable (581) (777) (445)
Increase in cash surrender value of
bank owned life insurance (861) (840) (603)
Net change in other assets (2,225) (392) {1,920)
Net change in accrued expenses
and other liabilities 915 (89) 2422
Net cash from operating activities 8,785 3,099 9,526
Cash flows from investing activities
Net change in securities purchased under
agreements to resell - - 11,800
Proceeds from maturities and payments
of securites available for sale 18,694 17,808 25,022
Proceeds from the sales of securities
available for sale 14,619 16,657 10,130
Purchase of securities available for sale (67.871) (61,642) {58,552)
Loans purchased (51,423) (35.977) {46,161)
Net change in loans (17,633) (24,768) (19,922)
Expenditures on premises and equipment (932) (4,478) (5,298)
Proceeds from sales of premises and equipment - - 360
Proceeds from the sale of other real estate owned 40 612 581
Purchase of FHLB stock (1,345) (874) (1,563)
Purchase of bank owned life insurance - - (15,000}
Net change in other investments 1,200 600 {900}
Net cash from investing activities (104,250) (92,062) (95,503)
{continued)
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ATLANTIC COAST FEDERAL CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS

+ Years Ended December 31, 2007, 2006 and 2005

(Dollars in Thousands)

Cash flows from financing activities
Net increase in deposits
FHLB advances
Proceeds from sale of securities
under agreement to repurchase
Repayment of FIHLB advances
Treasury stock repurchased
Proceeds from exercise of stock options,
including tax benefit
Dividends paid
Net cash from financing activities

Net change in cash and cash equivalents
Cash and equivalents beginning of period

Cash and equivalents at end of period

Supplemental information:
Interest paid
Income taxes paid

Supplemental noncash disclosures:
Loans transferred to other real estate

2007 2006 2005

$ 9678 § 56,731 % 80,639
95,000 40,000 40,000
49,500 29,000 -
(66,000) (25,000) (11,314)
(1,968) (6,877) (9,603)

57 102 .

(2,509) (1,895) (1,494)

83,758 92,061 98,228
(11,747) 3,098 12,251
41,057 37,959 25,708

$ 29310 $ 41057  § 37,959
$ 32839 $ 24287 § 16,891
3,269 3,921 980

$ 208 % 589§ 544

The accompanying notes are an integral part of these consolidated financial statements.
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ATLANTIC COAST FEDERAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended December 31, 2007, 2006 and 2005

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Operations: The accompanying consolidated financial statements include Atlantic
Coast Federal Corporation and its wholly owned subsidiary, Atlantic Coast Bank ("Atlantic
Coast Bank"} together referred to as ("the Company"). Also included in the consolidated
financial statements is Atlantic Coast Holdings, Inc (“"Holdings”) a wholly owned subsidiary of
Atlantic Coast Bank, formed for the purpose of managing and investing ir. certain securities as
well as holding all of the common stock and 85% of the preferred stock of Coastal Properties,
Inc., a Real Estate Investment Trust (the “REIT”}. The REIT was formed in the fourth quarter of
2005, for the purpose of holding Georgia and Florida first lien residential mortgage loans
originated by Atlantic Coast Bank. The REIT is permitted a deduction for Federal income tax
purposes of all dividends paid to its shareholders. The consolidated financials also include First
Community Financial Services, Inc. ("FCFS"), an inactive wholly owned subsidiary of Atlantic
Coast Bank. All significant inter-company transactions and balances are eliminated in
consolidation. Atlantic Coast Federal Corporation is a majority owned (63.8%) subsidiary of
Atlantic Coast Federal, MHC. These financial statements do not include the transactions and
balances of Atlantic Coast Federal, MHC.

Atlantic Coast Bank provides a broad range of banking services to individual and corporate
customers primarily in southern coastal Georgia and northern coastal Florida. Its primary
deposit products are checking, savings, and term certificate accounts, and its primary lending
products are residential mortgage, commercial, and installment loans. Substantially all loans
are secured by specific items of collateral including business assets, ccnsumer assets, and
commercial and residential real estate. Commercial loans are generally expected to be repaid
from the cash flows from the operations of the business. There are no significant concentrations
of loans to any one industry or customer. However, the customers' ability to repay their loans is
dependent on the real estate and general economic conditions in the area.

On May 30, 2002, Atlantic Coast Bank adopted a Plan of Reorganization into a three-tier mutual
holding company. The Plan of Reorganization became effective on January 1, 2003. Following
the reorganization, Atlantic Coast Bank became a wholly owned subsidiary of Atlantic Coast
Federal Corporation ("the Stock Company"), which became a wholly owned subsidiary of
Atlantic Coast Federal MHC ("the Mutual Company"). The transaction was accounted for at
historical cost. The principal activity of the Stock Company is the ownership of Atlantic Coast
Bank. The principal activity of the Mutual Company is the ownership of the Stock Company.

Execution of Minority Stock Offering: On March 12, 2004, and amended on May 11, 2004, the
Board of Directors of the Stock Company adopted a plan of stock issuance to sell a minority
interest of its common stock to eligible depositors of Atlantic Coast Bank and its employee stock -
ownership plan in a subscription offering, with the Mutual Company retaining ownership of
the majority of the common stock. The plan was accomplished on October 4, 2004 through the
sale to eligible depositors of 5,353,480 shares and to the employee stock ownership plan of
465,520 for a total of 5,819,000 total shares sold at $10 per share, representing 40% of the Stock
Company's stock.
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ATLANTIC COAST FEDERAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended December 31, 2007, 2006 and 2005

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {continued)

The issued shares resulted in proceeds of $56.3 million, net of conversion expenses of $1.9
million. With the proceeds the Stock Company loaned its employee stock ownership plan $4.7
million to enable it to buy 8% of the shares issued to persons other than the Mutual Company.
The Stock Company also contributed $28.2 million, which is approximately 50% of the proceeds
net of stock offering costs of $1.9 million, to Atlantic Coast Bank as a capital contribution. The
balance of the net proceeds was retained as the Stock Company's initial capitalization and was
invested in time deposits at Atlantic Coast Bank and investment securities. Since the date of the
stock offering, the proceeds have been used for general business purposes including additional
investment in securities, repurchasing shares of its common stock and paying dividends. In the
future the Company intends to continue to use the funds raised from the stock offering for these
* same purposes as well as pursuing acquisitions. The funds received by Atlantic Coast Bank
have been principally invested in short-term interest bearing deposits at financial institutions,
investment securities, loan growth and for growth through expansion of the branch office
network. '

Stock Repurchdse Program: During the third quarter of 2005, the Company initiated the first of
two stock repurchase programs conducted during the year. The initial repurchase program,
which began in August of 2005 and concluded on September 20, 2005, resulted in the purchase
of 285,131 shares of common stock to replace the shares issued for the Retention Plan and
provide for future awards. The second stock repurchase program, which began in October 2005
and concluded in August 2006, resulted in the purchase of 579,520 shares of common stock. The
Company initiated the third stock repurchase program of up to 478,000 shares in September
2006, purchasing 189,516 shares. During 2007 the Company acquired an additional 105,838
shares of common stock outstanding. Total shares of common stock held in Treasury as of
December 31, 2007 was 1,131,867 shares or 7.6% of total issued shares of common stock.

At December 31, 2007, the Mutual Company (the “MHC”) owned 63.8%, or 8,728,500 shares, of
the outstanding common stock of the Stock Company, with the remaining 36.2%, or 4,953,102
shares held by persons other than the MHC and the Stock Company. The Stock Company holds
100% of Atlantic Coast Bank’s outstanding common stock.

Use of Estimates in Preparing Financial Statements: The preparation of financial statements in
conformity with U.S. generally accepted accounting principles requires management to make
estimates and assumptions that affect the reported amounts of assets, liabilities and disclosure
of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenue and expense during the reporting period, as well as the disclosures
provided. Actual results could differ from those estimates. Estimates associated with the
allowance for loan losses, realization of deferred tax assets, valuation of intangible assets
including goodwill and the fair values of securities and other financial instruments are
particularly susceptible to material change in the near term.

(Continued)
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ATLANTIC COAST FEDERAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended December 31, 2007, 2006 and 2005

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {continued)

Cash and Cash Equivalents: For purposes of reporting cash flows, cash and cash equivalents is
defined to include cash on hand, cash due from financial institutions and short-term interest-
earning deposits in both financial institutions and other investment companies. The Company
reports net cash flows for customer loan transactions, deposit transactions, other interest
bearing deposits made with other financial institutions and securities purchased under
agreements to resell.

Securities: Securities are classified as held to maturity and carried at amortized cost when
management has the positive intent and ability to hold them to maturity. Securities are
classified as available for sale when they might be sold before maturity. Securities available for
sale are carried at fair value, with unrealized holding gains and losses reported separately in
other comprehensive income (loss), net of tax.

Interest income includes amortization of purchase premium or discount. Premiums and
discounts on securities are amortized on the level-yield method without anticipating
prepayments, except for mortgage backed securities where prepayments are anticipated. Gains
and losses on sales of securities are recorded on the trade date and determined using the
specific identification method. '

Declines in the fair value of securities below their cost that are other than temporary are
reflected as realized losses. In estimating other-than-temporary losses, management considers:
(1) the length of time and extent that fair value has been less than cost, (2) the financial
condition and near term prospects of the issuer, and (3) the Company's ability and intent to
hold the security for a period sufficient to allow for any anticipated recovery in fair value.

Real Estate Mortgages Held for Sale: The Bank originates real estate mortgages for sale in the
secondary market. Real estate mortgages held for sale are carried at the lower of cost or market
in the aggregate with adjustments for unrealized losses recorded in a valuation account by a
charge against current earnings. Sales in the secondary market are recognized when full
acceptance and funding has been received. Loans are generally sold servicing released.

Loans: Loans that management has the intent and ability to hold until maturity or payoff are
reported at the principal balance outstanding, net of unearned loan fees and costs, premiums on
loans purchased, and an allowance for loan losses.

The Bank also purchases loans that conform to our underwriting standards, principally one- to
four-family residential mortgages, in the form of whole loans as well as participation interests
for interest rate risk management and portfolio diversification and to supplement our organic
growth. '

Interest income is accrued on the unpaid principal balance. Loan origination fees, net of certain
direct origination costs, are deferred and recognized in interest income using the level yield
method. Interest income includes amortization of purchase premiums or discounts on loans
purchased. Premiums and discounts are amortized on the level yield method.

(Continued)
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ATLANTIC COAST FEDERAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended December 31, 2007, 2006 and 2005

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued})

Interest income on mortgage and commercial loans is discontinued at the time the loan is 90
days delinquent unless the credit is well secured and in process of collection. Consumer loans
are typically charged off no later than 180 days past due. Past due status is based on the
contractual terms of the loan. In all cases, loans are placed on non-accrual or charged-off at an
earlier date if collection of principal or interest is considered doubtful.

All accrued interest on loans placed on-non-accrual status is reversed against interest income,
Interest received on such loans is accounted for on the cash-basis or cost-recovery method, until
qualifying for return to accrual. Loans are returned to accrual status when all the principal and
interest amounts contractually due are brought current and future payments are reasonably
assured.

Allowance for Loan Losses: The allowance for loan losses is a valuation allowance for probable
incurred credit losses, increased by the provision for loan losses and decreased by charge-offs
less recoveries. Management estimates the allowance balance required by considering the past
loan loss experience, the nature and volume of the portfolio, information about specific
borrower situations and estimated value of any underlying collateral, whether the loan was
originated through the Company’s retail network or through a broker, economic conditions and
other factors. Allocations of the allowance may be made for specific loans, but the entire
allowance is available for any loan that, in management’s judgment, should be charged-off.
Loan losses are charged against the allowance when management believes the uncollectibility of
a loan balance is confirmed.

The allowance consists of specific and general components. The specific component relates to
loans that are individually evaluated and determined to be impaired. Loans individually
evaluated are generally large balance and/or complex loans, such as multi-family and
commercial real estate loans. This evaluation is often based on significant estimates and
assumptions due to the level of subjectivity and judgment necessary to account for highly
uncertain matters or the susceptibility of such matters to change. The general component
relates to large groups of small balance homogeneous loans that are evaluated in the aggregate
based on historical loss experience adjusted for current factors.

A loan is considered impaired when, based on current information and events, it is probable
that the Company will be unable to collect the scheduled payments of principal or interest
when due according to the contractual terms of the loan agreement. Factors considered by
management in determining impairment include payment status, collateral value, and the
probability of collecting scheduled principal and interest payments when due. Loans that
experience insignificant payment delays and payment shortfalls generally are not classified as
impaired. Management determines the significance of payment delays and payment shortfalls
on a case-by-case basis, taking into consideration all of the circumstances surrounding the loan
and the borrower, including the length of the delay, the reasons for the delay, the borrower’s
prior payment record, and the amount of the shortfall in relation to the principal and interest
owed. Impairment is measured on a loan by loan basis for commercial and construction loans

{Continued)
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ATLANTIC COAST FEDERAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended December 31, 2007, 2006 and 2005

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {continued)

over $250 thousand by either the present value of expected future cash flows discounted at the
loan’s effective interest rate, the loan’s obtainable market price, or the fair value of the collateral
if the loan is collateral dependent. Large groups of smaller balance homogeneous loans are
collectively evaluated for impairment. Accordingly, the Company does not separately identify
individual consumer and residential loans for impairment disclosures.

Transfers of Financial Assets: Transfers of financial assets are accoun‘ed for as sales, when
control over the assets has been surrendered. Control over transferred assets is deemed to be
surrendered when (1) the assets have been isolated from the Company, (2) the transferee
obtains the right (free of conditions that constrain it from taking advantage of that right) to
pledge or exchange the transferred assets, and (3) the Company does not maintain effective
control over the transferred assets through an agreement to repurchase them before their
maturity.

Foreclosed Assets: Assets acquired through, or in lieu of, loan foreclosure are initially recorded
at fair value, less estimated selling costs, at the date of foreclosure, establishing a new cost basis.
If fair value declines subsequent to foreclosure, a valuation allowance is recorded through
expense. Costs relating to improvement of property are capitalized, whereas costs relating to
the holding of property are expensed.

Federal Home Loan Bank Stock: Atlantic Coast Bank is a member of the Federal Home Loan
Bank (FHLB) system. Members are required to own a certain amount of FHLB stock based on
the level of borrowings and other factors, and may invest in additional amounts. FHLB stock is
carried at cost, classified as a restricted security, and periodically evaluated for impairment
based on ultimate recovery of par value. Both cash and stock dividends are reported as income.

Land, Premises, and Equipment: Land is carried at cost. Buildings and furniture, fixtures and
equipment are carried at cost, less accumulated depreciation and amortization. Premises and
equipment are depreciated using the straight-line and accelerated methods over the estimated
useful lives of the assets. Buildings and related components have useful lives ranging from 15
to 39 years. Furniture, fixtures, and equipment have useful lives ranging from 1 to 15 years.
Interest expense associated with the construction of new facilities is capitalized at the weighted
average cost of funds.

Bank Owned Life Insurance: The Company has purchased life insurance policies on certain key
executives, Upon adoption of EITF 06-5, which is discussed further below, Bank owned life
insurance is recorded at the amount that can be realized under the insurance contract at the
balance sheet date, which is the cash surrender value adjusted for other charges or other
amounts due that are probable at settlement. Prior to adoption of EITF 06-5, the Company
recorded owned life insurance at its cash surrender value.

In September 2006, the FASB Emerging Issues Task Force finalized Issue No. 06-5, Accounting for
Purchases of Life Insurance - Determining the Amount That Could Be Realized in Accordance with
FASB Technical Bulletin No. 85-4 (Accounting for Purchases of Life Insurance){Issuef. This Issue

(Continued)
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ATLANTIC COAST FEDERAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended December 31, 2007, 2006 and 2005

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

requires that a policyholder consider contractual terms of a life insurance policy in determining
the amount that could be realized under the insurance contract. It also requires that if the
contract provides for a greater surrender value if all individual policies in a group are
surrendered at the same time that the surrender value is determined based on the assumption
that policies will be surrendered on an individual basis. Lastly, the Issue requires disclosure
when there are contractual restrictions on the Company’s ability to surrender a policy. The
adoption of EITF 06-5 on January 1, 2007 had no impact on the Company’s financial condition
or results of operation.

Earnings Per Common Share: Basic earnings per common share is computed by dividing net
income by the weighted-average number of common shares outstanding for the period,
reduced for unallocated ESOP shares. Diluted earnings per common share is computed by
dividing net income by the weighted-average number of common shares outstanding for the
period increased for the dilutive effect of unvested stock options and stock awards. The dilutive
effect of the unvested stock options and stock awards is calculated under the treasury stock
method utilizing the average market value of the Company’s stock for the period.

Goodwill and Other Intangible Assets: Goodwill resulted from business acquisitions and
represents the excess of the purchase price over the fair value of acquired tangible assets and
liabilities and identifiable intangible assets. Goodwill is assessed at least annually for
impairment and any such impairment is recognized in the period identified. Other intangible
assets consist of core deposit arising from branch acquisitions. Core deposit intangibles are
initially measured at fair value and then are amortized on an accelerated method over their
estimated useful lives, ranging from 4 to 10 years.

Long-Term Assets: Premises and equipment, core deposit and other intangible assets, and other
long-term assets are reviewed for impairment when events indicate their carrying amount may
not be recoverable from future undiscounted cash flows. If impaired, the assets are recorded at
fair value. '

Benefit Plans: Profit-sharing and 401k plan expense is the amount contributed as determined
by Board decision. Deferred compensation plan expense is allocated over years of service.

Employee Stock Ownership Plan (ESOP): The Company accounts for its ESOP in accordance
with Statement of Position 93-6. Accordingly, since the Company sponsors the ESOP with an
employer loan, neither the ESOP's loan payable or the Company's loan receivable are reported
in the Company's consolidated balance sheet. Likewise, the Company does not recognize
interest income or interest cost on the loan. Unallocated shares held by the ESOP are recorded
as unearned ESOP shares in the consolidated statement of changes in stockholders' equity. As
shares are committed to be released for allocation, the Company recognizes compensation
expense equal to the average market price of the shares for the period. Dividends on allocated
ESOP shares reduce retained earnings; dividends on unearned ESOP shares reduce debt and
accrued interest.

(Continued)
90




ATLANTIC COAST FEDERAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended December 31, 2007, 2006 and 2005

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Stock Compensation: The Company records compensation cost for stock or stock options
awarded to employees in return for employee service. The cost is measured at the grant-date
fair value of the award and recognized as compensation expense over the employee service
period, which is normally the vesting period.

Income Taxes: Income tax expense is the total of the current year income tax due or refundable
and the change in deferred tax assets and liabilities. Deferred tax assets and liabilities are the
expected future tax amounts for the temporary differences between carrying amounts and tax
bases of assets and liabilities, computed using enacted tax rates. A valuation allowance, if
needed, reduces deferred tax assets to the amount expected to be realized.

The Company adopted FASB Interpretation 48, Accounting for Uncertainty in Income Taxes
(“FIN 48”), as of January 1, 2007. A tax position is recognized as a benefit only if it is "more
likely than not" that the tax position would be sustained in a tax examination, with a tax
examination being presumed to occur. The amount recognized is the largest amount of tax
benefit that is greater than 50% likely of being realized on examination. For tax positions not
meeting the "more likely than not" test, no tax benefit is recorded. The adoptlon had no affect
on the Company’s financial statements.

The Company recognizes interest expense related to income tax matters in income tax expense.

Loss Contingencies: Loss contingencies, including claims and legal actions arising in the
ordinary course of business, are recorded as liabilities when the likelihocd of loss is probable
and amount or range of loss can be reasonably estimated. Management does not believe there
are currently any such matters that will have a material effect on the consolidated financial
statements.

Loan_Commitments and Related Financial Instruments: Financial instruments include
off-balance sheet credit instruments including commitments to make loans and unused lines of
credit, issued to meet customers' financing needs. The face amount for these items represents
the exposure to loss, before considering collateral or ability to repay. Such financial instruments
are recorded when they are funded.

Derivatives: All derivative instruments are recorded at their fair values. If derivative
instruments are designated and qualify as hedges of fair values, both the change in the fair
value of the hedge and the hedged item are included in current earnings. Fair value
adjustments related to cash flow hedges are recorded in other comprehensive income and
reclassified to earnings when the hedged transaction is reflected in earnings. Ineffective
portions of hedges are reflected in earnings as they occur.

Comprehensive Income:  Comprehensive income consists of net income and other
comprehensive income (loss). Other comprehensive income (loss) includes the net change in
unrealized appreciation and depreciation on securities available for sale, net of tax, and the fair
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

value of cash flow hedges, net of tax, which are also recognized as separate components of
equity.

Fair Value of Financial Instruments: Fair values of financial instruments are estimated using
relevant market information and other assumptions, as more fully disclosed in a separate note.
Fair value estimates involve uncertainties and matters of significant judgment regarding
interest rates, credit risk, prepayments, and other factors, especially in the absence of broad
markets for particular items. Changes in assumptions or in market conditions could
significantly affect the estimates.

Operating Segments: While the chief decision-makers monitor the revenue streams of the
various products and services, the identifiable segments are not material and operations are
managed and financial performance is evaluated on a company-wide basis. Accordingly, all of
the financial service operations are considered by management to be aggregated in one
reportable operating segment.

Restrictions on Cash: Cash on hand or on deposit with the Federal Reserve of $0 and $710,000,
at year end 2007 and 2006 respectively, was required to meet regulatory reserve and clearing
requirements. These balances do not earn interest. During 2007 the Bank entered into a new
Deposit Reclassification program with the Federal Reserve Bank that allowed for the reduction
of reserve requirement balances.

Dividends: Banking regulations require maintaining certain capital levels and may limit the
dividends paid by the Bank to the Stock Company or by the Company to shareholders. The
Mutual Company, with approval of the Office of Thrift Supervision, may waive receipt of
dividends paid by the Stock Company. Waived dividends are not charged to the Stock
Company’s retained earnings, nor restrict the amount of future dividends. During 2007 and
2006, the Mutual Company waived receipt of dividends in the amount of $5.0 million and $3.7
million, respectively.

Reclassifications: Certain items in the prior year financial statements were reclassified to
conform to the current presentation.

Effect of Newly Issued But Not Yet Effective Accounting Standards: In September 2006, the
FASB issued SFAS No. 157, Fair Value Measurements (“SFAS 157”), which addresses how
companies should measure fair value when they are required to use a fair value measure for
recognition or disclosure purposes under generally accepted accounting principles (“GAAP”).
SFAS 157, which is effective for fiscal years beginning after November 15, 2007, does not require
new fair value measurements, however it does establish a common definition of fair value and
expands disclosures about fair value measurements. The Company is presently assessing the
impact FAS 157 may have on its financial statements, but no determination has been made at
this time. !

(Continued)
92




ATLANTIC COAST FEDERAL CORPORATION
NOTES TO CONSOQLIDATED FINANCIAL STATEMENTS
Years Ended December 31, 2007, 2006 and 2005

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

In February 2008, the FASB issued Staff Position (FSP) 157-2, Effective Date of FASB Statement No.
157. This FSP delays the effective date of FAS 157 for all nonfinancial assets and nonfinancial
liabilities, except those that are recognized or disclosed at fair value on a recurring basis (at least
annually) to fiscal years beginning after November 15, 2008, and interim. periods within those
fiscal years..

In February 2007, the FASB issued Statement No. 159, The Fair Value Option for Financial Assets
and Financial Liabilities. The standard provides companies with an option to report selected
financial assets and liabilities at fair value and establishes presentation and disclosure
requirements designed to facilitate comparisons between companies that choose different
measurement attributes for similar types of assets and liabilities. The new standard is effective
for the Company on January 1, 2008. The Company did not elect the fair value option for any
financial assets or financial liabilities as of January 1, 2008.

In September 2006, the FASB Emerging Issues Task Force (“EITF”) finalized Issue No. 06-4,
Accounting for Deferred Compensation and Postretivement Benefit Aspects of Endorsement Split-Dollar
Life Insurance Arrangements. This issue requires that a liability be recorded during the service
period when a split-dollar life insurance agreement continues after participants” employment or
retirement. The required accrued liability will be based on either the post-employment benefit
cost for the continuing life insurance or based on the future death benefit depending on the
contractual terms of the underlying agreement. This issue is effective for fiscal years beginning
after December 15, 2007. The adoption of EITF No. 06-4 did not have a material effect on the
financial statements.

NOTE 2 - SECURITIES AVAILABLE FOR SALE

The fair value of securities available for sale and the related gross unrealized gains and losses
recognized in accumulated other comprehensive income (loss) were as follows:

Gross Gross
Unrealized Unrealized
Fair Value Gains Losses
December 31, 2007 (Dollars in Thousands)
Government-sponsored enterprises $ 11,510 3 87 $ (45)
State and municipal 8,684 13 (175)
Mortgage-backed 114,022 703 (429)
$§ 134216 § BOY § {649)
December 31, 2006
Government-sponsored enterprises $ 16,280 H] (5 $ (114}
State and municipal 1,729 . (19)
Mortgage-backed 81,222 197 (401)
$ 99,231 $ 205§ {534)
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NOTE 2 - SECURITIES AVAILABLE FOR SALE (continued})

The sales of securities available for sale for years ended December 31 were as follows:

2007 2006 2005
. {Dollars in Thousands)
Proceeds $ 14,619 $ 16,657 $ 10,130
Gross gains 40 2 -
Gross losses {86) (165) . (80)

The tax benefit related to these net realized losses was $16,000, $62,000 and $30,000,
respectively.

The fair value of debt securities segregated by contractual maturity as of December 31, 2007, is
shown below. Expected maturities will differ from contractual maturities because borrowers
may have the right to call or prepay obligations with or without call or property penalties.
Securities not due at a single maturity date, primarily mortgage-backed securities, are shown
separately.

[l

2007
{Dollars in Thousands)

Due in one year or less $ -
Due from one to five years 5,230
Due from five to ten years 1,370
Due after ten years 13,594
Mortgage-backed 114,022

Total $ 134,216

Securities pledged at year-end 2007 had a carrying value of $89.7 million, $4.1 million was
pledged to secure public funds, and $85.6 million was pledged as collateral for borrowings.
Securities pledged at year-end 2006 had a carrying value of $37.8 million, $7.0 million was
pledged to secure public funds, and $30.9 million was pledged as collateral for borrowings. At
December 31, 2007 and 2006, there were no holdings of securities of any one issuer, other than
the U. S. Government-sponsored enterprises, in an amount greater than 10% of equity.

Securities with unrealized losses at December 31, 2007 and 2006, aggregated by investment
category and length of time that individual securities have been in a continuous unrealized loss
position are as follows:
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NOTE 2 - SECURITIES AVAILABLE FOR SALE (continued)

(Dollars in Thousands)

Less than 12 Months 12 Months or More Total
Fair Unrealized Fair Unrealized Fair Unrealized
iption of rities Value Loss Value Loss Value Loss

2007

Government-sponsored

enterprises 5 1,968 $ 6) $ 933 $ 3% $ 2,901 3 {43}

State and mamicipal 7,575 {175} - - 7.575 (175}

Mortgage-backed 26,297 (193) 24,464 (236} 50,761 {429)
Total temporarily impaired $ 35,840 $ (374) $ 25,397 $ (275) 3 61,237 - (649}
2006

Government-sponsored

enterprises $ 6,379 5 (14) ] 2,869 $ (100) $ 9,248 ] (114)

State and municipal 550 3 1,179 (s 1,729 {19)

Mortgage-backed 36,063 (192) 14,455 (209) 50,518 (401)
Total temporarily impaired $ 42,992 $ {209) $ 18,503 $ {325) $ 61,495 $ (534)

The Company evaluates securities for other-than-temporary impairment, at least on a quarterly basis,
and more frequently when economic or market concerns warrant such evaluation. Consideration is
given to the length of time and the extent to which the fair value has been less than cost, the financial
condition and near-term prospects of the issuer, the credit risk of the underlying assets, and the
intent and ability of the Company to retain its investment in the issuer for a period of time sufficient
to allow for any anticipated recovery in fair value. In analyzing an issuer's financial condition, the
Company may consider whether the securities are issued by the federal government or one of its
agencies, whether downgrades by bond rating agencies have occurred, and the results of reviews of
the issuer’s financial condition.

Interest income earned from securities exempt from federal income tax was $205,000, $70,000 and
$173,000 for the years ending December 31, 2007, 2006 and 2005, respectively.

NOTE 3 - REAL ESTATE MORTGAGES HELD FOR SALE

Real estate mortgages held for sale are comprised entirely of loans secured by one- to four-
family residential residences. Substantially all of the balance outstanding at December 31, 2007,
is composed of individual residential mortgage loans assigned to the Company in connection
with a mortgage broker loan agreement entered into during 2006. Under the terms of this loan
agreement, the Company provides funds to the mortgage broker for individual mortgage loan
closings. In exchange the Company accepts an assignment of the individual mortgage loan
pending its sale to various third-party investors as arranged by the mortgage broker. Upon
acceptance for purchase by the third-party investors, the loan agreement requires the Company
to reassign the loan back to the mortgage broker at par, for completion of the third-party sale.
The Company receives interest income upon the sale of these loans for the period of the
assignment. As of December 31, 2007, the weighted average number of days outstanding of real
estate mortgages held for sale was 5 days.
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NOTE 4 - LOANS, NET

Loans at December 31 are summarized as follows:

As of December 31, Increase (decrease)
% of total % of total
2007 loans 2006 loans Percentage
Real estate loans: {Dollars In Thousands)
One-to-four family . § 377,956 53.5% §$ 334,000 52.1% 13.2%
Commercial 74,748 10.6% 60,912 9.5% 22.7%
Other (land & multifamily) . 40,698 5.8% 34,446 " 5.4% 18.2%
Total real estate loans 493,402 69.8% 429,358 67.0% 14.9%
Real estate construction loans:
Construction-one-to-four family 13,448 19% 32,467 51% -58.6%
Construction-commercial 11,129 1.6% 2,862 0.5% 288.9%
Acquisition & development 5,329 0.8% 2,103 0.3% 153.4%
Total real estate construction loans 29,906 4.2% 37,432 59% -201%
QOther loans:
Home equity’ 98,410 13.9% 91,062 14.2% 8.1%
Consumer 64,673 9.2% 63,630 9.9% 1.6%
Commercial 20,009 2.8% 19,044 3.0% 5.1%
Total other loans 183,092 25.9% 173,736 271% 54%
Total loans 706,400 100% 640,526 100% 10.3%
Allowance for loan losses (6,482) {4,705) 378%
Net deferred loan costs 3,256 3,348 -2.7%
Premiums on purchased loans 339 348 -2.6%
Loans, net $ 703,513 $ 639517 10.0%
{Continued)
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NOTE 4 - LOANS, NET (continued)

Activity in the allowance for loan losses was as follows:

Years Ended December 31,
{Dollars in Thousands)
2007 2006 2005
Beginning balance $4,705 $ 4,587 $ 3,956
Provision for loan losses 2,616 475 2,121
Loans charged-off (2,953) (1,215) (2,326)
Recoveries 2,114 858
Ending balance $6,482 $ 4,705 § 4,587

¢

Impaired loans as of December 31, 2007 and 2006 were as follows:

{(Dollars in Thousands)

2007 2006
Year-end loans with no allocated allowance for loan losses $ 1,643 $ -
Year-end loans with an allocated allowance for loan losses 5,403 2,004
Total % 7,046 $ 2,004
Amount of the allowance for loan losses allocated to
impaired loans $ 1371 $ 572

Years Ended December 31,
(Dollars in Thousands)
2007 2006 2005

Average of impaired loans during the period $ 339 $ 3,798 $ 5,929
Interest income recognized during impairment - - -
Cash-basis interest income recognized -- -- -

Non-performing loans, including non-accrual loans, at December 31, 2007, 2006 and 2005 were
$7.8 million, $3.1 million and $2.6 million, respectively. There were no loans over 90 days past-
due and still accruing interest as of the end of 2007, 2006 or 2005. Non-performing loans
include both smaller balance homogeneous loans that are collectively evaluated for impairment

and individually classified as impaired loans. For 2007 and 2006 contractual gross interest
income of $371,000 and $176,000 would have been recorded on non-performing loans if those
loans had been current. Actual interest recorded on such loans was $330,000 in 2007 and $66,000

in 2006.
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NOTE 4 - LOANS, NET (continued)

The Company has originated loans with directors and executive officers and their associates.
These loans totaled approximately $3.3 million and $3.0 million at December 31, 2007 and 2006.

The activity on these loans for 2007 was as follows:

(Dollars in Thousands)

Beginning balance $ 3,012
New loans 300
Effect of changes in related parties 106
Repayments (89)
Ending balance & 3329

L3

NOTE 5 - ACCRUED INTEREST RECEIVABLE

Accrued interest receivable at December 31 is summarized as follows:

2007 2006
(Dollars in Thousands)
Loans $ 3,002 - $ 2,836
Securities available for sale 858 549
FHLB stock dividend 130 114

Total $ 4,080 $ 3,499

NOTE 6 - LAND, PREMISES, AND EQUIPMENT, NET

Land, premises, and equipment, net at December 31 are summarized as follows:

2007 2006

{Dollars in Thousands)
Land § 7,742 § 7,731
Buildings and leasehold improvements 12,270 10,874
Furniture, fixtures, and equipment 8,619 8116
Building and equipment in process . . 322 2,051

28,953 28,772
Accumulated depreciation and amortization (11,980) (11,162)
Land, premises and equipment, net $ 16,973 5 17,610

Depreciation expense was $1.4 million, $1.2 million and $1.0 million for 2007, 2006 and 2005,

respectively.
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NOTE 7 - GOODWILL AND INTANGIBLE ASSETS

Goodwill

The change in balance for goodwill during the periods ending Decernber 31 is as follows:

2007 2006

{Dollars in Thousands)
Beginning, of period ‘ $ 2,661 $ 2661
Increases in goodwill - -
End of period $ 2,661 $ 2,661

The Company determined that goodwill was not impaired during the years ended
December 31, 2007 and 2006. |

Core Deposit Intangible Assets

Core deposit intangible assets included in other assets in the conso.idated balance sheets as of
December 31, 2007 and 2006 were as follows:

2007 2006
(Dollars in Thousands)
Gross Gross -
Carrying Accumulated Carrying Accumulated
Amount Amortization Amount Amortization
Amortized intangible assets:
Core deposit intangibles $ 611 5 (428) 5 611 $ {(384)

Aggregate amortization expense was $44,000, $81,000 and $83,000 for the years 2007, 2006 and
2005.

Estimated amortization expense for each of the next five years ending December 31:

(Dollars in Thousands)

2008 $ 38

2009 a5

2010 34

2011 32

2012 : 31
{Continued)
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NOTE 8 - DEPOSITS

Time deposits of $100,000 or more were approximately $125.7 million and $131.7 million at

December 31, 2007 and 2006. Deposit balances over $100,000 may not be federally insured.
Scheduled maturities of time deposits at December 31, 2007 were as follows:

{Dollars in Thousands)

2008 S 248,748
2009 . 41,224
2010 13,542
201 7,378
2012 5,762

$ 316,654

Brokered certificate of deposits were $33.8 million and $39.4 million at December 31, 2007 and

2006.

Deposits from directors, executive officers and their associates at December 31, 2007 and 2006

were approximately $1.2 million and $967,000.

Interest expense on customer deposit accounts is summarized as follows:

2007 2006 2005
(Dollars in Thousands)
Interest bearing 5 1482 $ 1572 $ 1307
Savings & money market 7,169 3,293 1,675
Time 15,144 13,583 9,186

$ 23,795 $ 18448 $ 12,168

NOTE 9 - FEDERAL HOME LOAN BANK ADVANCES

At year-end, advances from the Federal Home Loan Bank of Atlanta were as follows:

2007 2006

(Dollars in Thousands)
Maturities March 2008 through December 2017, fixed at rates from

3.46% to 5.27%, averaging 4.15% $ 153000 . $ 114,000
Maturities April 2010 through January 2014, variable rate at rates

from 4.37% to 5.23%, averaging 4.80% 20,000 30,000
Total $ 173,000 $ 144,000

Fixed-rate advances includes amounts which may be converted by the FHLB, at various
designated dates following issuance, from fixed-rate to variable-rate debt, or for certain
advances, adjusted to current market fixed rates. If the FHLB converts the rates the Company
has the option of pre-paying the debt, without penalty. The Company may incur prepayment
penalties if the Company prepays the debt. At year-end 2007 and 2006, the amounts of

convertible advances were $135.0 million and $99.0 million, respectively.
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NOTE 9 - FEDERAL HOME LOAN BANK ADVANCES (continued)

The advances at December 31, 2007 mature as follows:

(Dollars in Thousands)

2008 $ 3,000

2009 5,000

2010 20,000

2011 10,000

2012 -

Thereafter 135,000
ERVLS

The Company has a borrowing capacity of 30% of total bank assets with the Federal Home Loan
Bank of Atlanta. The Company had mortgage and home equity loans totaling approximately
$426.7 million and $433.4 million at December 31, 2007 and 2006 pledged as collateral for the
FHLB advances. At December 31, 2007, the remaining borrowing capacity was $102.9 million.
At December 31, 2007 and 2006 Atlantic Coast owned $9.3 million and $7.9 million of FHLB
stock, which also secures debts to the FHLB.

NOTE 10 - SECURITIES SOLD UNDER AGREEMENTS TO REPURCHASE

Securities sold under agreements to repurchase with a carrying amourt of $78.5 million and
$29.0 million at December 31, 2007 and 2006, respectively, were secured by mortgage backed
securities.

Securities sold under agreements to repurchase are financing arrangements that mature within
ten years. At maturity, the securities underlying the agreements are returned to the Company.
Information concerning securities sold under agreements to repurchase is summarized as
follows:

2007 2006
(Dollars in Thousands}
Average daily balance during the year $ 45077 $ 13,951
Average interest rate during the year 4.42% 4.49%
Maximum month-end balance during the years $ 78,500 $ 29,000
Weighted average interest rate at year-end 4.25% 4.45%

NOTE 11 - INTEREST RATE SWAPS

The Company utilizes interest rate swap agreements as part of its asset; liability management
strategy to help manage its interest rate risk position by mitigating the impact of significant
unexpected fluctuations in earnings caused by interest rate volatility or changes in the yield
curve. The notional amount of the interest rate swaps does not represent amounts exchanged by
the parties. The amount exchanged is determined by reference to the notional amount and the
other terms of the individual interest rate swap agreements.

The Company’s interest rate swap agreements do not qualify for hedge accounting treatment,
therefore changes in market value are reported in current period earnings.

Summary information about the interest-rate swaps as of year -end is as follows:
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NOTE 11 - INTEREST RATE SWAPS (continued)

2007 2006

(Dollars in Thousands)
Notional amounts 5- $15,000
Weighted average pay rates (fixed) - 5.04%
Weighted average receive rates (3 month LIBOR) - 5.97%
Weighted average maturity - 4.9 years
Unrealized gains 5- $ 637

Unrealized gains on these interest rate swap agreements are reported as components of other
assets with a corresponding credit of $0 as of December 31, 2007 and a credit of $668,000 at
December 31, 2006 to income recorded as a component of other non-interest income.
Unrealized losses on these interest rate swap agreements are reported as components of other
liabilities with a corresponding debit of 30 as of December 31,.2007 and a debit of $31, DOO at
December 31, 2006 to income recorded as a component of other non-interest income. !

NOTE 12 - EMPLOYEE BENEFITS

Defined Contribution Plan: Company employees, meeting certain age and length of service
requirements, may participate in a 401(k) plan sponsored by the Company. Plan participants
may contribute between 1% and 75% of gross income, subject to an IRS maximum of $15,500,
with a company match of up to 5%. For 2007, 2006 and 2005, the total plan expense was
$310,000, $306,000 and $209,000, respectively.

Director Retirement Plan: A director retirement plan covers all non-employee members of the
Board. The plan provides monthly benefits for a period of ten years following retirement. For
2007, 2006 and 2005, the expense for the plan was $26,000, $33,000, and $131,000, respectively.
The related plan liability was $204,000 and $178,000 at December 31, 2007 and 2006,
respectively. -

Deferred Director Fee Plan: A deferred director fee compensation plan covers all non-employee
directors. Under the plan directors may defer director fees. These fees are expensed as earned
and the plan accumulates the fees plus earnings. At December 31, 2007 and 2006, the liability
for the plan was $298,000 and $250,000, respectively.

Supplemental Retirement Plans: The Company provides supplemental retirement plans for
certain officers beginning after one year of service. These plans: generally provide for the
payment of supplemental retirement benefits over a period of fifteen (15) to twenty (20) years
after retirement. Vesting generally occurs over a six (6) to ten (10)-year period. For 2007, 2006
and 2005, expense for the supplemental retirement plans totaled $605,000, $585,000 and
$235,000. The accrued lability for the plans totaled $1,929,000 and $1,378,000 at December 31,
2007 and 2006, respectively.

Split Dollar Life insurance agreement: The Company entered into a Split Dollar Life insurance
agreement with certain executive officers during 2006 recognizing an expense of $60, 000 and
$15,000 for 2007 and 2006, respectively. The related liability was $75,000 and $15,000 at
December 31, 2007 and December 31, 2006, respectively.
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NOTE 13 - EMPLOYEE STOCK OWNERSHIP PLAN

In connection with the minority stock offering, the Company established an Employee Stock
Ownership Plan ("ESOP") for the benefit of its employees with an effective date of January 1,
2004. The ESOP purchased 465,520 shares of common stock from the minority stock offering
with proceeds from a ten-year note in the amount of $4,655,000 from the Company. The
Company's Board of Directors determines the amount of contribution to the ESOP annually but
is required to make contributions sufficient to service the ESOP's debt. Shares are released for
allocation to employees as the ESOP debt is repaid. Eligible employees raceive an allocation of
released shares at the end of the calendar year on a relative compensation basis. An employee
becomes eligible on January 1st or July 1st immediately following the date they complete one
year of service. Company dividends on allocated shares will be paid to employee accounts.
Dividends on unallocated shares held by the ESOP will be applied to the ESOP note payable.

Contributions to the ESOP were $646,000, $625,000 and $580,000 during, 2007, 2006 and 2005.
Contributions include approximately $179,000 and $142,000 in dividends on unearned shares in
2007 and 2006.

Compensation expense for shares committed to be released under the Company's ESOP was
$742,000, $720,000 and $613,000 in 2007, 2006 and 2005. Shares held by the ESOP as of
December 31 were as follows:

2007 2006
{Dollars in Thousands)
Allocated to eligible employees 186,208 139,656
Unearned 279,312 325,864
Total ESOP shares 465,520 465,520

Fair value of unearned shares $ 3,318 $ 5941

NOTE 14- STOCK-BASED COMPENSATION

In 2005 the Company’s stockholders approved the establishment of both the Atlantic Coast
Federal Corporation 2005 Recognition and Retention Plan (the “Recognition Plan”), and the
Atlantic Coast Federal Corporation 2005 Stock Option Plan (the “Stock Option Plan”). The
compensation cost.that has been charged against income for the Recognition Plan for 2007, 2006
and 2005 was $684,000, $595,000 and $293,000. The compensation cost that has been charged
against income for the Stock Option Plan for 2007, 2006 and 2005 was $332,000, $308,000 and
$110,000. The total income tax benefit recognized in the income statement for stock-based
compensation for 2007, 2006 and 2005 was $265,000 $235,000 and $111,000.
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NOTE 14- STOCK-BASED COMPENSATION (continued})

The Recognition Plan

The Recognition Plan permits the Company’s board of directors to award up to 285,131 shares
of its common stock to directors and key employees designated by the board. Under the terms
of the Recognition Plan, awarded shares are restricted as to transferability and may not be sold,
assigned, or transferred prior to vesting. Awarded shares vest at a rate of 20% of the initially
awarded amount per year, beginning on the first anniversary date of the award, and are
contingent upon continuous service by the recipient through the vesting date. Any awarded
shares which are forfeited, are returned to the Company to be re-awarded to another recipient.
The Recognition Plan became effective on July 1, 2005 and remains in effect for the earlier of 10
years from the effective date, or the date on which all shares of common stock available for
award have vested.

. During 2007 the Company’s board of directors awarded 9,124 shares of common stock available
under the Recognition Plan to directors and key employees. The restricted shares awarded
during 2007 had a grant date fair value of $66,000. A summary of the status of the shares of the
Recognition Plan at December 31, 2007, is presented below:

Weighted-Average

Grant-Date

Shares Fair Value
Non-vested at ]an’uary 1,2007 233,445 $ 13.13
Granted 9,124 13.30
Vested (53,580} 12.88
Forfeited (9,124) 12.30
Non-vested at December 31, 2007 179,865 $ 14.23

The weighted average grant-date fair value of non-vested shares was $14.23 and $13.13 at
December 31, 2007 and 2006. There was $1.4 million and $2.3 million of total unrecognized
compensation expense related to non-vested shares awarded under the Recognition Plan at
December 31, 2007 and 2006. The expense is expected to be recognized over a weighted-
average period of 2.8 years. The total fair value of shares vested during the years ended
December 31, 2007 and 2006 was $0.7 million and $1.7 million, respectively, no shares vested
during 2005.

The Stock Option Plan

The Stock Option Plan permits the Company’s board of directors to grant options to purchase
up to 712,827 shares of its common stock to the Company’s directors and key employees. Under
the terms of the Stock Option Plan, granted stock options have a contractual term of 10 years
from the date of grant, with an exercise price equal to the market price of the Company’s
common stock on the date of grant. Key employees are eligible to receive incentive stock
options or non-qualified stock options, while outside directors are eligible for non-statutory
stock options only.
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NOTE 14- STOCK-BASED COMPENSATION (continued)

The Stock Option Plan also permits the Company’s board of directors to issue key employees,
simultaneous with the issuance of stock options, an equal number of Limited Stock
Appreciation Rights (The Limited SAR). The Limited SARs are exercisable only upon a change
of control and, if exercised, reduce one-for-one the recipient’s related stock option grants. Under
the terms of the Stock Option Plan, granted stock options vest at a rate of 20% of the initially
granted amount per year, beginning on the first anniversary date of the grant, and are
contingent upon continuous service by the recipient through the vesting date. Accelerated
vesting occurs if there is a change in control. The Stock Option Plan became effective on July 28,
2005 and terminates upon the earlier of 10 years after the effective date, or the date on which the
exercise of Options or related rights equaling the maximum number of chares occurs.

During 2007 the Company’s board of directors awarded 30,000 incentive stock options to key
employees with a weighted-average exercise price of $11.55. The weighted-average fair value of
each stock option awarded is estimated to be $1.82 on the date of grant, and is derived by using
the Black-Scholes option-pricing model with the following assumptions:

2007
Risk-free interest rate 3.58%
Expected term of stock options (years) 6.0
Expected stock price volatility 22.26%
Expected dividends 4.13%

The risk-free interest rate is the implied yield available on U.S. Treasury zero-coupon issues
with a remaining term equal to the expected term of the stock option. Although the contractual
term of the stock options granted is 10 years, the expected term of the-stock is less because
option restrictions do not permit recipients to sell or pledge their options, and therefore, we
believe this may result in exercise of the options before the end of the contractual term. The
Company does not have sufficient historical information about its own employees or directors
vesting behavior, therefore the expected term of stock options is estimated considering the
results of similar companies. Also, since the Company did not begin trading its common stock
publicly until October 5, 2004, there was limited history about the volatility of its own shares.
Therefore the expected stock price volatility is estimated by considering its own stock volatility
for the period since October 5, 2004, as well as that of a sample of similar companies over the
expected term of the stock options. Expected dividend is the estimated dividend rate over the
expected term of the stock options.

A summary of the option activity under the Stock Option Plan as of December 31, 2007, and
changes for the year then ended is presented below:

(Continued)
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NOTE 14- STOCK-BASED COMPENSATION (continued)

Weighted-

Weighted- Average Aggregate

Average Remaining Intrinsic

-Exercise Contractual Value

Options Shares Price Term {in thousands)

Outstanding at beginnng of year 558,051 § 14.09 - -
Granted 30,000 11.55 - -
Exercised (4.300) 13.72 - -
Forfeited (23,300} 13.72 - -
Outstanding at December 31, 2007 560,451 § 13.97 79 B -
Vested or expected to vest 525028  § 13.95 7.9 § -
Exercisable at year end 223883 § 13.91 7.7 5 -

Information related to the stock option plan during each year follows:

2007 - 2006 2005
Intrinsic value of options exercised $ 18,000 $ 29,000 -
Cash received from option exercises 57,000 102,000 -
Tax benefit realized from option exercises - - -
Weighted average fair value of options granted $ 1.82 $ 345 § 315

The Company has a policy of satisfying share option exercises by issuing shares from Treasury
stock obtained from its stock repurchase programs.

NOTE 15 - INCOME TAXES

[ncome tax expense was as follows:

Current
Deferred
Change in valuation allowance

Total

Years Ended December 31,
2007 . 2006 2005
{Dollars in Thousands)
$ 3,040 $ 3,082 3 2,127
(3,234) (700) {837)
324 - -
$ 130 $ 2,382 $ 1,290
{Continued)
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NOTE 15 - INCOME TAXES (continued)

The effective tax rate differs from the statutory federal income tax rate as follows:

Years Ended December 31,
2007 2006 2005

Income taxes at Current {Dollars in Thousands)

Statutory rate of 34% $ 423 % 2,554 $ 2,147
Increase(decrease) from

State income tax, net of Federal tax effect (89 (24) 110

Tax-exempt income (56) 19 47)

Increase in cash surrender value of BOLI (293) (286) {205)

ESOP share release 94 87 30

Stock option expense 81 73 26

Other, net (30) 3) (791)

Income tax expense $ 130 $ 2,382 $ .1,290
Effective tax rate 10.4% 31.7% 204%

Other in 2005 includes a benefit of $895,000 for the reversal of a contingency reserve for the
same amount. The reserve had been established by the Company in 2000 upon becoming a
taxable entity and reflected the tax effect of a tax accounting method utilized by the Company in
2000 and 2001 calendar tax years. The Company believed the filing position was supportable
based upon a reasonable interpretation of federal income tax laws and the underlying

~ regulations. However, due to the lack of prior rulings on similar fact patterns, it was unknown

whether the accounting method would be sustained upon audit by either federal or state tax
authorities. The applicable statue of limitations expired with respect o the 2001 tax year on
September 15, 2005, making the contingency reserve unnecessary.

(Continued)
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NOTE 15 - INCOME TAXES (continued)

Deferred tax assets and liabilities were due to the following:

December 31,
(Dollars in Thousands)
2007 2006

Deferred tax assets: - -

Allowance for loan losses $ 2,463 s 1,356

Depreciation 299 483

Deferred compensation arrangements 1,233 906

Other real estate 290 71

Net operating loss carryforward 1,640 -

Organizational costs - 8

Net unrealized losses on AFS securities - 127

Interest income on non-accrual loans 33 13

Accrued expenses 162 104

Deferred loan fees ) 107 26

$ 6,227 $ 3,094

Deferred tax liability:
Net unrealized gain on AFS securities ‘ (51) -
Net unrealized gain on interest rate swaps - (254)
Deferred loan costs ' ' (500) (516)
Prepaid expenses (171) ‘ (161}
Core deposit intangibles (269) (203}
Other - (33)
o )
Valuation allowance (324) -

Net deterred tax asset $ 4,912 $ 1,927

The Company has a federal net operating loss carryforward of $4.3 million which begins to
expire in 2027. There is no valuation allowance on this carryforward. The Company has a
Florida and Georgia net operating loss carryforward of $4.5 million which begins to expire in
2027. The Company maintains a valuation allowance on $2.3 million of the loss as it does not
anticipate generating taxable income in these states to utilize this carryforward prior to
expiration.

The Company has no unrecognized tax benefits as of January 1, 2007 and did not recognize any
increase in unrecognized benefits during 2007 relative to any tax positions taken in 2007. The
Company does not expect the total amount of unrecognized tax benefits to significantly increase
or decrease in the next twelve months. Should the accrual of any interest or penalties relative
to unrecognized tax benefits be necessary, it is the Company’s policy to record such accruals
in its income tax expense accounts; no such accruals existed as of December 31, 2007. The
Company and its subsidiaries file U.S. Corporation federal income tax returns and Georgia and
Florida Corporation income tax returns. These returns are subject to examination by taxing
authorities for all years after 2003.

(Continued)
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NOTE 16 - REGULATORY MATTERS

Atlantic Coast Bank is subject to regulatory capital requirements administered by federal
banking agencies. Capital adequacy guidelines and prompt corrective action regulations
involve quantitative measures of assets, liabilities, and certain off-balance-sheet items calculated
under regulatory accounting practices. Capital amounts and classifications are also subject to
qualitative judgments by regulators about components, risk weightings, and other factors, and
the regulators can lower classifications in certain cases. Failure to meet various capital
requirements can initiate regulatory action that could have a direct material effect on the
financial statements. The prompt corrective action regulations provide for five classifications:
well capitalized, adequately capitalized, undercapitalized, significantly undercapitalized, and
critically undercapitalized, although these terms are not used to represent overall financial
condition.

Atlantic Coast Bank actual and required capital levels (in millions) and ratios were:

To Be Well
Capitalized Under
For Capital Prompt Corrective
Actual Adequacy Purposes Action
Amount Ratio Amount  Ratio Amount Ratio
As of December 31, 2007
Total capital (to risk weighted assets) $ 755 121% $ 50.1 8.0% $ 626 10.0%
Tier 1 (core) capital (to risk weighted
assets) 704 11.2% 251 40% 37.6 6.0%
Tier 1 (core) capital (to adjusted total
assets) 704 7.7% 36.8 4.0% 46.0 5.0%
As of December 31, 2006
Total capital (to risk weighted assets) $ 81.6 13.8% $ 472 80% $ 590 10.0%
Tier 1 {core} capital (to risk weighted
assets) 77.5 131% 236 4.0% 354 6.0%
Tier 1 (core) capital {to adjusted total
assets) 77.5 9.3% 334 4.0% 417 5.0%

At December 31, 2007 and December 31, 2006, Atlantic Coast Bank was classified as "well
capitalized." There are no conditions or events since December 31, 2007 that management
believes have changed the classification.

The Qualified Thrift Lender test requires at least 65% of assets be maintained in housing-related
finance and other specified areas. If this test is not met, limits are placecl on growth, branching,
new investments, FHLB advances, and dividends, or Atlantic Coast Bank must convert to a
commercial bank charter. Management believes this test is met.

Banking regulations limit capital distributions by savings associations. Generally, capital
distributions are limited to undistributed net income for the current and prior two years.
During 2008 Atlantic Coast Bank can not declare any dividends without prior approval of the
OTS.

(Continued)
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NOTE 16 - REGULATORY MATTERS (continued)

The following is a reconciliation of Atlantic Coast Bank's equity under accounting principles
generally accepted in the United States of America to regulatory capital as of December 31, 2007

and 2006:
2007 2006
{Dollars in Thousands)
GAAP equity $ 73,213 $ 80,110
Intangible assets (2.844) {2,888)
Unrealized (gain) loss on securities available for sale (117) 117
Minority interest in includable consolidated
subsidiaries including REIT 125 125
Tier 1 Capital . 70,377 77,464
General allowance for loan and lease losses 5111 4,133
Total capital 5 75,488 $ 81,597

NOTE 17 - COMMITMENTS AND CONTINGENCIES
In the ordinary course of business, the Company has various outstanding commitments and
contingent labilities that are not reflected in the accompanying consolidated financial

statements.

The principal commitments as of December 31 are as follows:

2007 2006
(Dollars in Thousands)
Undisbursed portion of loans closed $ 14,664 $ 22,315
Unused lines of credit and commitments to fund loans 88,037 77,025

At December 31, 2007, the undisbursed portion of loans closed is primarily unfunded
residential construction loans with fixed and variable rates ranging from 3.90% to 10.75%. At
December 31, 2007, the unused lines of credit and commitments to fund loans were made up of
both fixed rate and variable rate commitments. The fixed rate commitments totaled $40.0
million and had interest rates that range from 6.40% to 18.0%; variable rate commitments
totaled $48.2 million and had interest rates that range from 5.75% to 11.25%.

As of December 31, 2007 and 2006, the Company had fully secured outstanding standby letters
of credit commitments totaling $1.1 million and $332,000.

Since certain commitments to make loans, provide lines of credit, and to fund loans in process
expire without being used, the amount does not necessarily represent future cash commitments.
In addition, commitments to extend credit are agreements to lend to a customer as long as there
is no violation of any condition established in the contract. The exposure to credit loss in the
event of nonperformance by the other party to these financial instruments is represented by the

{Continued)
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NOTE 17 - COMMITMENTS AND CONTINGENCIES (continued)

contractual amount of these instruments. The Company follows the same credit policy to make
such commitments as is followed for those loans recorded on the consolidated balance sheet.

The Company has an employment agreement with its chief executive officer (“CEO”). Under
the terms of the agreement, certain events leading to separation from the Company could result
in cash payments equal to two times the CEO’s salary. Since payments are contingent upon
certain events, the Company accrues for no liability.

The Company maintains lines of credit with two financial institutions that total $22.5 million.
There was no balance outstanding with either line as of December 31, 2007 and 2006.

NOTE 18 - EARNINGS PER COMMON SHARE

A reconciliation of the numerator and denominator of the basic and diluted earnings per
common share computation for the years ended December 31, 2007, 2006 and 2005 is as follows:

2007 2006 2005
Basic (Doltars in Thousands, Except Share Information)
Net income $ 1,115 b 5,129 $ 5,025
Weighted average common shares outstanding 13,693,651 14,036,595 14,548,723
Less: Average unallocated ESOP shares (325,736) (372,288) (418,840}
Average unvested restricted stock awards (202,571) {237,283) (130,297)
Average shares 13,165,344 13,427,024 13,999,586
Basic earnings per commmon share $ 0.08 5 0.38 $ 0.36
Diluted
Net income $ 1,115 $ 5,129 § 5,025
Weighted average common shares outstanding .
per common share 13,165,344 13,427,024 13,999,586
Add:Dilutive effects of assumed exercise of stock options 51,445 25,695 -
Dilutive effects of full vesting of stock awards 128,719 105,107 20,563
Average shares and dilutive potential common shares 13,345,508 13,557,826 14,020,149
Diluted earnings per common share $ 0.08 5 0.38 5 0.36

Stock options and restricted stock awards for 640,681, 69,969 and 534,400 shares of common
stock were not considered in computing diluted earnings per common share for 2007, 2006 and
2005, respectively, because they were anti-dilutive.

(Continued)
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NOTE 19 - OTHER COMPREHENSIVE INCOME

Other compreheﬁsive income (loss} components and related taxes for 2007, 2006 and 2005 were
as follows:

2007 2006 2005
{Dollars in Thousands)

Unrealized holding gains and (losses)
on securities available for sale $ 440 $ 167 $ {559}
Less reclassification adjustments for (gains)

losses recognized in income 46 163 80
Net unrealized gains.and (losses) 486 330 (479)
Tax effect (178) (126) 183
Net-of-tax amount 308 204 (296)

Change in fair value of derivatives used

for cash flow hedges - - ) (20)
Net unrealized (losses) - - (20)
Tax effect - - 8
Net-of-tax amount - - (12)

Other comprehensive income $ 308 $ 204 $ (308}

' As of December 31, 2007 and 2006 accumulated other comprehensive income includes $104,000
| and $(204,000) related to net unrealized gains (losses) on securities available for sale.
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NOTE 20 - FAIR VALUE OF FINANCIAL INSTRUMENTS

Carrying amount and estimated fair value of financial instruments at year end were as follows:

As of December 31,
2007 2006

Carrying Estimated Carrying Estimated

Amount Fair Value Amount Fair Value
FINANCIAL ASSETS {(Potlars in Thousands)
Cash and cash equivalents $ 29310 $ 29,310 $ 41,057 $ 41,057
Other interest-bearing deposits '

in other financial institutions - - 1,200 1,200

Securities available for sale 134,216 134,216 99,231 99,231
Real estate mortgages held for sale 640 640 4,365 4,365
Loans, net 703,513 683,562 639,517 615,558
Federal Home Loan Bank stock 9,293 n/a 7,948 n/a
Accrued interest receivable 4,080 4,080 3,499 3,499
Interest rate swaps - - 668 668
FINANCIAL LIABILITIES
Deposits 582,730 582,791 573,052 572,165
Securities sold under agreement to repurchase 78,500 76,533 29,000 29,000
Federal Home Loan Bank advances 173,000 144,906 < 144,000 118,590
Accrued interest payable 1,342 1,342 1,058 1,058
Interest rate swaps - - 31 3

The methods and assumptions used to estimate fair value are described as follows:

Carrying amount is the estimated fair value for cash and cash equivalents, other interest-
bearing deposit in other financial institutions, accrued interest, demard and savings deposits
and variable rate loans or deposits that re-price frequently and fully. Security fair values are
based on market prices or dealer quotes, and if no such information is available, on the rate and
term of the security and information about the issuer. For fixed rate loans or deposits and for
variable rate loans or deposits with infrequent re-pricing or re-pricing limits, fair value is based
on discounted cash flows using current market rates applied to the estimated life and credit
risk. Fair value of debt (FHLB advances and securities sold under agreements to repurchase) is
based on current rates for similar financing. The fair value of interest rate swaps is based on
quotes provided by the issuers of the interest rate swaps, who are the only permissible re-
purchasers of the contracts. It was not practicable to determine the fair vale of FHLB stock due
to restrictions placed on its transferability. The estimated fair value of other financial
instruments and off-balance-sheet loan commitments approximate cost and are not considered
significant to this presentation.
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NOTE 21 - PARENT COMPANY ONLY CONDENSED FINANCIAL INFORMATION

ATLANTIC COAST FEDERAL CORPORATION
CONDENSED BALANCE SHEETS
December 31, 2007 and 2006

2007 2006
(Dollars in Thousands)

Cash and cash equivalents at subsidiary $ 706 $ 327
Other interest bearing deposits at subsidiary - 1,200
Securities available for sale 6,660 7522
Investment in subsidiary 73,213 80,110
Note receivable from ESOP 3,032 3,409
Other assets 7.865 2,944
Total assets $ 91476 $ 95512

Borrowed funds $ 718 $ 3,268
Other accrued expenses 952 1,157
Total stockholders'equity 89,806 91,087
Total liabilities and stockhclders' equity $ 91476 $ 95512

ATLANTIC COAST FEDERAL CORPORATION
CONDENSED STATEMENTS OF INCOME
Years ended December 31, 2007, 2006 and 2005

2007 2006 2005
(Dollars in Thousands)

Net interest income T § 380§ 67 $ 866
Loss on sale of securities’ - (43) (80}
Other 136 23 -
Equity in net income of subsidiary 2,345 5,239 5,026
Total income 3,011 5,890 5,812

Total expense 1,896 761 787

Net income $ 1,115 $ 5129 $ 5025
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NOTE 21 - PARENT COMPANY ONLY CONDENSED FINANCIAL INFORMATION
{continued)

ATLANTIC COAST FEDERAL CORPORATION
CONDENSED STATEMENTS QF CASH FLOWS
Years ended December 31, 2007, 2006 and 2005

2007 2006 2005
(Dollars in Thousands)
Cash flow from operating activities ‘
Net income $ 1115 $ 5129 $ 5025
Adjustments:
Loss on sale of securities - 43 80
Net change in other assets (1,866) (e64) - 235
Net change in other liabilities (339) 73 (241)
Share-based compensation expense 1,125 903 398
Dividends received from subsidiary 10,216 2,044 -
Equity in undistributed earnings of subsidiary {2,345) . (5,239) (5,026)
Net cash from operating activities 7,906 2,239 471
Cash flow from investing activities
Purchase of securities available for sale - (2,449) {9.000)
Proceeds from maturities and repayments of
securities available for sale 983 2,279 9,840
Proceeds from the sale of securities available for sale - 3,000 9,473
Purchase of bank owned life insurance : (3,100) (1,695) -
Payments received on ESOP loan 376 352 370
Net change in other interest bearing deposits ‘
at subsidiary 1,200 600 701
Net cash from investing activities . (541) 2,097 11,384
Cash flow from financing activities
Advances from Atlantic Coast Bank 428 3,618 -
Proceeds from exercise of stock options 57 102 -
Shares relinquished (16) - _
Treasury stock purchased (1,968) (6.877) (9.603)
Repayments to Atlantic Coast Bank (2,978) (350) -
Dividends paid (2,509) (1,895) (1,494)
Net cash from financing activities (6,986) (5,402) (11,097)
Net change in cash and cash equivalents 379 {1,016} 758
Cash and cash equivalents at beginning of period 327 1,343 585
Cash and cash equivalents at end of period 5 706 % 327 % 1343
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NOTE 22 - QUARTERLY FINANCIAL DATA (UNAUDITED)

2007
First quarter
Second quarter
Third quarter
Fourth quarter

2006
First quarter
Second quarter
Third quarter

Fourth quarter

2005
First quarter
Second quarter
Third quarter
Fourth quarter

(Dollars in Thousands)

Interest Net Interest ‘Net
Income Income Income
$ 13,256 5,353 785
©. 13,766 5,538 635
‘14,263 5,730 789
14,224 5,765 (1,094) @
$ 10,515 5,237 1,291
11,156 5,422 1,410
12,006 5,558 1,518
12,730 5445 910 (1}
$ 8,443 4,998 1,060
9,219 5112 696
9,407 4,819 2,112
10,185 5,186 1,157

Earnings per Share

Basic Diluted
$ .06 $ .06
.05 .05
06 .06
. (09} (.09}
& .10 $ .10
10 10
a1 1
.07 07
$ .08 $ .08
053 053
15 15
08 08

1 The fourth quarter of 2006 was impacted by interest margin compression, an increased provision for loan
losses, increased compensation expense and increased outside consulting services.

@ The third quarter of 2005 includes the tax benefit of the elimination of a tax-related contingent liability of
$895 as discussed in Note 13.

#® The second quarter 2005 basic and diluted earnings per share were both previously reported as $.06. They

have both been restated to $.05 due to rounding differences.

@ The fourth quarter of 2007 was impacted by an increased provision for loan losses and increased operating
expenses due to the write-off of previously deferred costs related to the terminated Second-Step Conversion.
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial
Disclosure

Not applicable.
Item 9A. Controls and Procedures

(a) Evaluation of disclosure controls and procedures. Based on their evaluation as of a
date within 90 days of the filing of this Annual Report on Form 10K, the Registrant’s principal
executive officer and principal financial officer have concluded that the Registrant’s disclosure
controls and procedures (as defined in Rules 13a-14(c) and 15d-14(c) under the Securities and
Exchange Act of 1934 (the “Exchange Act”) ) are effective to ensure that information required to
be disclosed by the Company in reports that it files or submits under the Exchange Act is
recorded, processed, summarized and reported within the time periods specified in SEC rules
and forms.

(b) Management’s report on internal control over financial reporting. The management
of the Company is responsible for establishing and maintaining adequate internal control over
financial reporting as defined in Rules 13a-15(f) and 15d-15(f) under the Securities and
Exchange Act of 1934. The Company’s internal control over financial reporting is designed to
provide reasonable assurance regarding the reliability of financial reporting and the preparation
of financial statements for external purposes in accordance with generally accepted accounting
principles.

The Company’s internal control over financial reporting includes those policies and
procedures that: (i) pertain to the maintenance of records that, in reasonable detail, accurately
and fairly reflect the transactions and dispositions of the assets of the Company; (ii) provide
reasonable assurance that transactions are recorded as necessary to permit preparation of
financial statements in accordance with generally accepted accounting principles, and that
receipts and expenditures of the Company are being made only in accordance with
authorizations of management and directors of the Company; and (iii) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use or
disposition of the Company’s assets that could have a material effect on the financial
statements. ' )

Because of its inherent limitations, internal control over financial reporting may not
prevent or detect misstatements. Management assessed the effectiveness of the Company’s
internal control over financial reporting as of December 31, 2007. In making this assessment,
management used the criteria set forth by the Committee of Sponsoring Organizations of the
Treadway Commission (COSO) in Internal Control-Integrated Framework. Based on our
assessment and those criteria, management concluded that the Company maintained effective
internal control over financial reporting as of December 31, 2007.

This annual report does not include an attestation report of the company’s registered
public accounting firm regarding internal control over financial reporting. Management’s
report was not subject to attestation by the company’s registered public accounting firm
pursuant to temporary rules of the Securities and Exchange Commission that permit the
company to provide only management’s report in this annual report.
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{(c) Changes in internal controls. There were no changes in the Registrants internal
control over financial reporting (as defined in Rule 13a-15(f)) that occurred during the quarter
ended December 31, 2007, that have materially affected, or is reasonably likely to materially
affect, our internal control over financial reporting. .

Item 9B. Other Information

Not applicable.
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PART III

Item 10. Directors, Executive Officers and Corporate Governance.
Information in response to this item is incorporated by reference to Atlantic Coast
Federal Corporation’s definitive Proxy Statement for the 2008 Annual Meeting of Stockholders.

Item 11. Executive Compensation.

Information in response to this item is incorporated by reference to Atlantic Coast
Federal Corporation’s definitive Proxy Statement for the 2008 Annual Meeting of Stockholders.
Item 12. Security Ownership of Certain Beneficial Owners and Management and Related
Stockholder Matters.

Information in response to this item is incorporated by reference to Atlantic Coast
Federal Corporation’s definitive Proxy Statement for the 2008 Annual Meeting of Stockholders.

Item 13. Certain Relationships and Related Transactions, and Director Independence
Information in response to this item is incorporated by reference to Atlantic Coast
Federal Corporation’s definitive Proxy Statement for the 2008 Annual Meeting of Stockholders.
Item 14. Principal Accountant Fees and Services.
Information in response to this item is incorporated by reference to Atlantic Coast
Federal Corporation’s definitive Proxy Statement for the 2008 Annual Meeting of Stockholders.
PART 1V
[tem 15. Exhibits and Financial Statement Schedules
(@) Documents filed as a part of this report

1. Consolidated financial statements.

The consolidated financial statements are set forth under Item 8 of this report on
Form 10-K.

2. Financial statement schedules.
The following information is filed as part of this Form 10-K and should be read
should be read in conjunction with the consolidated financial statements
contained in Item 8:
Report of Independent Registered Public Accounting Firm
All other schedules have been omitted because they were not applicable or

because the required information has been included in the consolidated financial
statements or notes thereto.
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Exhibits

31
3.2
4
10.1
10.2
10.3

10.4
10.5
10.6
10.7
10.8
10.9
10.10
10.11
10.12
10.13
21
231
311

31.2

32

Charter of Atlantic Coast Federal Corporation !

Bylaws of Atlantic Coast Federal Corporation !

Form of Common Stock Certificate of Atlantic Coast Federal Corporation !

Employee Stock Ownership Plan 1 '

Employment Agreement with Robert J. Larison, Jr. 2

Amended and Restated Supplemental Executive Retirement Agreement with Robert J.
Larison, Jr. 6

Supplemental Executive Retirement Plan 1

" Director Retirement Plan !

Director Fee Deferral Plan !

Atlantic Coast Federal Corporation 2005 Stock Option Plan 3

Atlantic Coast Federal Corporation 2005 Recognition and Retention Plan 3

Split Dollar Life Insurance Agreement with Robert ]. Larison, Jr. ¢

Split Dollar Life Insurance Agreement with Carl W. Insel 4

Split Dollar Life Insurance Agreement with Jon C. Parker, 5r. ¢

Supplemental Executive Retirement Agreement with Carl W. Insel 3

Supplemental Executive Retirement Agreement with Jon C. Parker, Sr.

Subsidiaries of Registrant

Consent of Crowe Chizek and Company LLC

Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley
Act of 2002

Certification of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act
of 2002

Certification of Chief Executive Officer and Chief Financial Officer pursuant to Section
906 of the Sarbanes-Oxley Act of 2002

Incorporated by reference to the registrant’s Registration Statement on Form 5-1, and
any amendments thereto, originally filed with the Securities and Exchange Commission
on March 25, 2004 {Registration No. 333-113923).

Incorporated by reference to the registrant’s Form 8-K Current Report, originally filed
with the Securities and Exchange Commission on February.8, 2006.

Incorporated by reference to the registrant’s Registration Statement on Form S-8 filed
with the Securities and Exchange Commission on July 25, 2005 (Registration No. 333-
126861).

Incorporated by reference to the registrant’s Form 8-K Current Report, originally filed
with the Securities and Exchange Commission on November 9, 2006.

Incorporated by reference to the registrant's Form 8-K/A Current Report, originally
filed with the Securities and Exchange Commission on January 25, 2007.

Incorporated by reference to the registrant’s Form 8-K Current Report, originally filed
with the Securities and Exchange Commission on May 3, 2006.
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SIGNATURES

Pursuant to the requirements of the Section 13 or 15(d) of the Securities Exchange Act of
1934, the registrant has duly caused this report to be signed on its behalf by the undersigned,

thereunto duly authorized.

ATLANTIC COAST FEDERAL CORPORATION
Date: March 27, 2008 By:  /s/ Robert |. Larison, Jr.

Robert J. Larison, Jr.
President, Chief Executive Officer and Director

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been
signed by the following persons on behalf of the registrant and in the capacity and on the dates

indicated.

By: /s/ Robert ]. Larison, Jr.
Robert J. Larison, Jr.
President, Chief Executive Officer and Director

Date: March 27, 2008

By:/s/ Thomas F. Beeckler
Thomas F. Beeckler
Director

Date: March 27, 2008

By:/s/ Charles E. Martin, Jr.
Charles E. Martin, Jr.
Director

Date: March 27, 2008

Bv:/s/ Robert ]. Smith
Robert J. Smith
Director

Date: March 27, 2008

By:/s/ H. Dennis Woods
H. Dennis Woods
Director

Date: March 27, 2008

By:/s/ Dawna R. Miller
Dawna R. Miller
Senior Vice President and Chief Financial Officer

Date: March 27, 2008

By:/s/ Frederick D, Franklin, Ir.
Frederick D. Franklin, Jr.

Director

Date: March 27, 2008

By:/s/ W. Eric Palmer
W. Eric Palmer
Director

Date: March 27, 2008

By:/s/ Forrest W. Sweat, Jr.
Forrest W, Sweat, Jr.
Director

Date: March 27, 2008

By:/s/ Jon C Parker, Sr.
Jon C. Parker, Sr. Senior Vice President, Chief
Administrative Officer and Director

Date: March 27, 2008
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Exhibit 21. Subsidiaries of Registrant

Name

Atlantic Coast Bank

First Community Financial
Services, Inc.

Atlantic Coast Holdings, Inc.

Coastal Properties, Inc.

Parent Company

Atlantic Coast Federal
Corporation

Atlantic Coast Bank

Atlantic Coast Bank

Atlantic Coast Holdings, Inc.
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State of Incorporation

Federal

Georgia

Nevada

Maryland




Exhibit 23.1 Consent of Crowe Chizek and Company LLC

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference in Registration Statement No. 333-126861 on Form
S-8 of Atlantic Coast Federal Corporation of our report dated March 21, 2008 appearing in this
Annual Report on Form 10-K of Atlantic Coast Federal Corporation for the year ended

December 31, 2007.
&M %ﬂAw/ 4—-@7 V-

Crowe Chizek and Company LLC

Brentwood, Tennessee
March 21, 2008
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Exhibit 31.1 Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act
of 2002

I, Robert ]. Larison, Jr. certify that:

1. I have reviewed this annual report on Form 10-K of Atlantic Coast Federal Corporation;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or
omit to state a material fact necessary to make the statements made, in light of circumstances
under which such statements were made, not misleading with respect to the period covered by
this report;

3. Based on my knowledge, the financial statements, and other financial information included in
this report, fairly present in all material respect the financial condition, results of operations and
cash flows of the registrant as of, and for, the periods presented in this report;

4, The registrant's other certifying officer and [ are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15{e))
and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-
15(f) for the registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls
and procedures to be designed under our supervision, to ensure that material
information relating to the registrant, including its consolidated subsidiaries, is made
known to us by others within those entities, particularly during the period in which this
report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control
over financial reporting to be designed under our supervision, to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with generally accepted accounting
principles;

q) Evaluated the effectiveness of the registrant's disclosure controls and procedures and
presented in this report our conclusions about the effectiveness of the disclosure controls
and procedures, as of the end of the period covered by this report based on such
evaluation; and

d) Disclosed in this report any change in the registrant's internal control over financial
reporting that occurred during the registrant's most recent fiscal quarter that has
materially affected, or is reasonably likely to materially affect, the registrant's internal
control over financial reporting; and

5. The registrant's other certifying officer and I have disclosed, based on our most recent evaluation
of internal control over financial reporting, to the registrant's auditors and the audit committee of
the registrant's board of directors (or persons performing the equivalent functions):

a) all significant deficiencies and material weaknesses in the design or operation of internal
control over financial reporting which are reasonably likely to adversely affect the
registrant's ability to record, process, summarize and report financial information; and

b} any fraud, whether or not material, that involves management or other employees who
have a significant role in the registrant's internal control over financial reporting.

Date: March 27, 2008

/s/Robert J. Larison, Jr.
Robert ]. Larison, Jr.
President and Chief Executive Officer
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Exhibit 31.2 Certification of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act
of 2002

I, Dawna R. Miller certify that:

1. I have reviewed this annual report on Form 10-K of Atlantic Coast Federal Corporation.

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or
omit to state a material fact necessary to make the statements made, in light of circumstances
under which such statements were made, not misleading with respect to the period covered by
this report;

3. Based on my knowledge, the financial statements, and other financial infcrmation included in
this report, fairly present in all material respect the financial condition, results of operations and
cash flows of the registrant as of, and for, the periods presented in this report;

4, The registrant's other certifying officer and 1 are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e} and 15d-15{e))
and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-
15(f} for the registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls
and procedures to be designed under our supervision, to ensure that material
information relating to the registrant, including its consolidated subsidiaries, is made
known to us by others within those entities, particularly during the period in which this
report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control
over financial reporting to be designed under our supervision, to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with generally accepted accounting
principles;

c) Evaluated the effectiveness of the registrant's disclosure controls zand procedures and
presented in this report our conclusions about the effectiveness of the disclosure controls
and procedures, as of the end of the period covered by this report based on such
evaluation; and

d) Disclosed in this report any change in the registrant's internal control over financial
reporting that occurred during the registrant's most recent fiscal quarter that has \
materially affected, or is reasonably likely to materially affect, the registrant's internal
control over financial reporting; and

5. The regjistrant's other certifying officer and I have disclosed, based on our mast recent evaluation
of internal control over financial reporting, to the registrant's auditors and the audit committee of
the registrant's board of directors (or persons performing the equivalent functions):

a) all significant deficiencies and material weaknesses in the design or cperation of internal
control over financial reporting which are reasonably likely to adversely affect the
registrant’s ability to record, process, summarize and report financial information; and

b) any fraud, whether or not material, that involves management or other employees who
have a significant role in the registrant’s internal control over financial reporting.

Date: March 27, 2008

/s/Dawna R. Miller
Dawna R. Miller

Senior Vice President and
Chief Financial Officer
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Exhibit 32. Certification of Chief Executive Officer and Chief Financial Officer of
Atlantic Coast Federal Corporation Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

Robert ]J. Larison, Jr., President and Chief Executive Officer, and Dawna R. Miller, Senior Vice
President and Chief Financial Officer of Atlantic Coast Federal Corporation (the “Company”),
each certify in their capacity as an officer of the Company that they have reviewed the Annual
Report of the Company on Form 10-K for the year ended December 31, 2007 and that to the best
of their knowledge:

1. the report fully complies with the requirements of Sections 13(a) of the Securities
Exchange Act of 1934, and

2. the information contained in the report fairly presents, in all material respects,
the financial condition and results of operations of the Company.

The purpose of this statement is solely to comply with Title 18, Chapter 63, Section 1350 of the
United States Code, as amended by Section 906 of the Sarbanes-Oxley Act of 2002.

A signed original of this written statement required by Section 906 has been provided to the
Company and will be retained by the Company and furnished to the Securities and Exchange

Commission or its staff upon request.

Date: March 27, 2008

/s/ Robert ]. Larison, Jr. /s/ Dawna R. Miller
Robert J. Larison, Jr. Dawna R. Miller
President and ' Senior Vice Presicent and
Chief Executive Officer Chief Financial Officer
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Corporate Offices

Atlantic Coast Federal Corporation
505 Haines Avenue

Waycross, Georgia 31501

{800) 342-2824

Florida Regional Center
10151 Deerwood Park Boulevard
Building 100, Suite 501
Jacksonville, Florida 32256
(904) 998-5500

Company Website
wiww, AtlanticCoastBank.net

Registrar and Transfer Agent
Registrar and Transfer Company
10 Commerce Drive

Cranford, New Jersey 07016
(800) 525-7686

Independent Registered Public Accounting Firm
Crowe Chizek and Company LLC
Brentwood, Tennessee

Securities Counsel
Luse Gorman Pomerenk & Schick, PC.
Washington, D.C,

Annual Meeting of Stockholders

The 2008 Annual Mecting of Stockholders will be held at
10:00 a.m., local time, on Friday, May 16, 2008, at the
Holiday Inn Waycross, 1725 Memeorial Drive, Waycross,
Guorgia.

Annual Report on Form 10-K

A copy of the Company’s Annual Report on Form 10-K for
the fiscal year ended December 3k, 2007, as filed with the
Securities and Exchange Commission, will be Turnished
without charge to stockholders as of the record date for the
2008 Annual Meeting upon written request to Ms. Dawna R,
Miller, Chief Financial Officer, Atlantic Coast Federal
Corporation, 305 Haines Avenue, Waycross, Georgia 31501,
[n addition, the Company makes available free of charge its
annual reports on Form 10-K, quarterly reports on Form
10-Q, current reports on Form 8-K, and all amendments to
those reports filed with or furnished to the SEC. The reports
are available as soon as reasonably practical after the
Company ¢lectranically files such material with the SEC, and
may be found on the Internct at www.AtlanticCoastBank.net
under the Investor Inforimation section.

Market and Dividend Information

The Company's shares

under the symbol ACFC.

rade on the NASIDAQ Global Market
As of March 21, 2008, the

Company estinates that it had approximately 2,000
stockholders, includingjapproximately 1,500 beneficial
owners holding shares in nominee or “street™ name.

The folowing table sety

forth the quarterly high and low

commean stock prices, along with quarterly dividends
declared, for the two-yepr period ended December 31, 2007:

Dividends
High Low Declared
2006:
First quarter $14.80 $14.05 $0.09
Second guarter $15.99 514.29 $0.10
Third quarter $18.33 $14.90 $0.11
Fourth quarter $18.40 $17.31 $0.12
2007:
First quarter $19.10 $17.18 50.13
Second quarter £20.06 $15.55 $0.14
Third quarter $15.80 $12.42 S0.15
Fourth quarter $15.38 $10.61 S0.15

Future payment of divid
factors, including capital
Federal Corporation’s an
condition and results of
statutory and regulatory
conditions. For informa
payment of dividends by,
Company, sce Managemd
Finuncial Condition and
and Capital Resources in

ends will depend upon a number of
requirements, Atlantic Coast

d Atlantic Coast Bank’s financial
perations, tax considerations,
limtitations, and general economic
ion regarding restrictions on the
Atlantic Coast Bank to the

nt’s Discussion and Analysis of
Results of Operation — Liquidity
the Company’s 2007 Annual Repor!

on Form 10-K. See also Note 16, Regulatory Matters, of

Notes to Consolidated Fi

nancial Statements in that report.
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